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PREFACE. 

f~\^  the  numerous  -writings  of  the  late  Mr.  Gilbart  none 
are  so  well  known  or  so  deservedly  popular  as  his 
"  History  and  Principles  of  Banking  "  and  his  "  Practical 
Treatise  on  Banking." 

Ten  years  ago,  with  the  view  of  bringing  them  within 
the  reach  of  a  wider  circle  of  readers,  these  works  were 
combined  in  one  volume,  and  the  cost  was  materially 
lessened.  And  with  the  view  of  still  further  carrying  out 
that  object,  the  present  edition  has  been  prepared  in  a 
form,  and  at  a  cost,  which  it  is  hoped  will  make  it  easily 
accessible  to  all. 

These  works,  having  been  originally  published  nearly 
fifty  years  ago,  when  joint-stock  banking  was  almost  in 
its  infancy,  necessarily  contained  much  matter,  which, 
although  interesting  and  instructive  at  the  time,  is  now 
quite  obsolete.  Much,  therefore,  which  aj^peared  in  pre- 
vious editions  has  been  struck  out  of  the  present  issue, 
but  great  care  has  at  the  same  time  been  taken  to  delete 
nothing  of  any  historical  interest,  or  that  bears  directly 
or  indirectly  on  any  pending  question. 
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Besides  the  various  excisions  alluded  to,  the  sections  on 
the  "  Moral  and  Religious  Duties  of  Banking  Companies," 
and  "Ten  Minutes'  Advice  about  keeping  a  Banker,"  have 
been  struck  out  bodily — the  first,  on  the  ground  that  the 
subject  trenches  somewhat  on  the  domain  of  each  indi- 
vidual's personal  moral  responsibilities,  and  is  scarcely 
adapted  to  a  work  of  this  kind ;  and  the  second,  on  the 
ground  that  at  this  period  of  time  such  advice  is  wholly 
superfluous. 

But  if  much  has  been  taken  out,  much  also  has  been 
put  in,  and,  it  is  hoped,  many  improvements  made  other- 
wise. 

Of  the  new  matter  introduced,  the  section  on  the  Lon- 
don Clearing  House  may  be  mentioned.  In  addition  to 
the  inherent  interest  of  the  subject  to  the  general  reader, 
the  Editor  has  introduced  it  in  the  hope  that  the  descrip- 
tion of  the  clearing  which  he  has  been  able  to  give,  will  be 
sufl&ciently  plain  to  enable  sach  towns  as  are  not  at  pre- 
sent so  provided,  to  organize  such  an  institution  for  them- 
selves. 

Of  the  new  matter  also,  the  accounts  of  the  recent  crises, 
and  of  the  recent  banking  legislation,  may  be  mentioned. 
Considerable  space  has  been  devoted  to  the  first-named 
subject,  and  this,  the  Editor  thinks,  is  justified  by  the  fact, 
that  the  failure  of  the  City  of  Glasgow  Bank  was  an  event 
of  unparalleled  and  national  importance,  and  deserves  in 
a  work  of  this  kind  something  more  than  a  passing  notice. 
Prominence  has  also  been  given  to  Sir  Stalf  ord  Northcote's 
Banking  Act  of  1879,  and  to  the  events  and  discussions 
leading  up  to  and  flowing  from  it.     In  connection  with 


PREFACE.  Vll 

the  latter,  tlie  recent  discussion  between  the  three  senior 
Scotch  banks  and  the  Treasury  has  been  somewhat  de- 
tailed. This  has  been  done  with  the  view  of  putting 
before  the  banking  world  in  a  more  permanent  form  than 
the  passing  notice  of  the  daily  or  weekly  journals,  some 
material  for  coming  to  a  conclusion  respecting  the  general 
question  of  the  paper  currency  of  the  country.  It  is  not 
unlikely  that  this  subject  will  by-and-by  be  taken  up  by 
the  Government  of  the  day,  and  an  attempt  made  to  settle 
it  on  the  lines  foreshadowed  in  the  Treasury  miiiutes. 

Many  changes  in  the  form  of  much  of  the  old  matter 
will,  it  is  hoped,  be  regarded  as  an  improvement.  Instead 
of  pages  of  paragraphs  in  chronological  form  of  the  various 
changes  in  the  capital,  dividends,  and  rates  of  discount  of 
the  Bank  of  England,  all  such  information  has  been  tabu- 
lated in  the  present  edition — a  form  which  will  be  found 
much  less  irksome  to  read,  and  much  more  convenient  for 
reference.  A  table  has  also  been  added  of  the  average 
bank  rate  for  each  year  from  1826  downwards. 

In  the  preparation  of  this  edition,  the  Editor,  in  all  he 
has  expunged,  and  added,  and  altered,  has  kept  steadily 
in  view  that  the  Publishers'  desire  is  to  bring  it  chiefly 
within  the  reach  of  the  rising  generation  oJ"  bankers  ;  and 
while,  no  doubt,  it  will  prove  most  useful  to  them,  he 
feels  sure  that  from  Mr.  Gilbart's  knowledge  of  his  sub- 
ject, his  prescience  and  sagacity,  his  works  may  be  studied 
with  great  advantage  even  by  the  oldest  and  most  ex- 
perienced. 

It  only  remains  for  the  Editor  to  acknowledge  with 
much   sincerity   his    deep    obligations  to   his    numerous 
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friends  who  have  so  ungrudgingly  given  him  the  benefit 
of  their  advice  and  assistance.  When  all  have  been  so 
kind  it  would  be  invidious  to  mention  names,  but  to  each 
?..nd  all  he  now  returns  his  most  grateful  thanks. 

A.  S.  M. 


BIOGRAPHICAL    NOTICE    OF    THE 
AUTHOR. 

T  AMES  WILLIAM  GILBART,  though  of  Cornisli  de- 
J  scent,  was  born  in  London,  March  21,  1794.  The 
name  of  Gilbart  is  said  to  be  peculiar  to  Cornwall ;  Gilbert 
is  common  to  several  other  counties. 

In  the  year  1813,  when  nineteen  years  of  age,  he  entered, 
as  junior  clerk,  a  Loudon  bank,  there  remaining  until  the 
panic  of  December,  1825,  when  that  establishment,  and 
several  others,  were  compelled  to  stop  payment — the  bank 
in  which  Mr.  Gilbart  had  been  engaged,  paying  all  its 
creditors  in  full,  with  interest,  a  few  months  afterwards, 
though  it  did  not  resume  business.  He  was  for  several 
years  during  this  period  a  member  of  a  debating  society 
called  the  "  Athenian,"  of  which  the  Right  Hon.  M.  T. 
Baines,  Edward  Baines,  Esq.,  M.P.,  Edwin  Chadwick,  Esq., 
O.B.,  Baron  Channell,  and  several  gentlemen  afterwards 
at  the  Bar,  were  also  members.  He  was  subset^uently  a 
member  of  the  "  Union  Society  " — a  debating  club  formed 
in  1825,  by  Mr.  Jolm  Stuart  Mill,  and  of  which  Lord 
Macaulay  was  a  member.  About  this  time  Mr.  Gilbart 
assisted  in  the  formation  of  the  City  of  London  Lite- 
rary and  Scientific  Institution,  the  first  of  the  kind  de- 
signed for  the   education  of  the  middle  classes,  and  in 
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furtherance  of  the  views  entertained  by  him  he  became  a 
liberal  contributor  to  the  popular  periodicals  issued  at  a 
price  "within  the  reach  of  all. 

Consequent  upon  the  stoppage  of  the  bank  alluded  to, 
Mr.  Grilbart  accepted  the  place  of  cashier  to  a  large  firm  in 
Birmingham  ;  but  the  occupation  being  distasteful  to  him, 
he  resigned  it. 

In  the  beginning  of  1827  he  returned  to  London,  and 
published  his  first  book  on  Banking — "A  Practical  Treatise 
on  Banking ;  containing  an  Account  of  the  London  and 
Country  Banks,  a  view  of  the  Joint-stock  Banks  of  Scot- 
land and  Ireland,  with  a  Summary  of  the  Evidence  de- 
livered before  the  Parliamentary  Committees,  relative  to 
the  Suppression  of  Notes  under  Five  Pounds  in  those 
Countries."  A  few  months  after  the  publication  of  this 
work,  Mr.  Gilbart  was  ai:)pointed  Manager  of  the  Pro- 
vincial Bank  of  Ireland,  and  opened  a  branch  at  Kil- 
kenny. 

In  1829  he  was  promoted  to  the  managership  of  a  larger 
branch  at  Waterford. 

There,  as  at  Kilkenny,  Mr.  Gilbart  published  in  the  local 
papers  various  articles  on  Banking,  with  the  object  of  cir- 
culating a  correct  knowledge  of  the  system  introduced ; 
and  associating  himself  with  several  gentlemen  of  influence, 
he  established  the  Waterford  Literary  and  Scientific  Insti- 
tution, on  the  j^lan  of  the  Institution  in  the  City  of 
London,  already  referred  to ;  besides  which  he  found  time 
to  give  a  series  of  lectures  on  subjects  so  varied  and  ex. 
tensive,  that  those  who  knew  how  industriously  and  inde- 
fatigably  he  applied  himself  to  his  daily  duties,  were  at  a 
loss  to  imagine  how  he  could  find  opportunities  to  acquire 
such  knowledge.  He  delivered  ten  lectures  during  the 
first  session  of  the  society.  Of  these,  five  were  upon 
"  Ancient  Commerce,"  comprising  the  commerce  of  Egypt, 


BIOGRAPHICAL    NOTICE   OF   THE    ACTHOR.  xi 

Greece,  Eome,  Tyre,  and  Carthage,  and  that  of  the  ancients 
with  the  East  Indies.     The  subjects  of  the  remaining  five 
were,   "  The  Philosophy  of  Language,"   "  The  Means  of 
Preserving  the  Sight,"  "  The  Agriculture  of  the  West  of 
England,"  "  Scientific  Terms,"  and  "  The  Commerce  of 
Waterford."  While  he  was  thus  engaged,  his  professional 
labours  were  signally  successful,  and  his  reputation  for 
prudence,  intelligence,    and  ability  becoming  known   in 
London,  he  received  an  invitation  which  induced  him  to 
leave  Ireland,  and  settle  in  the  metropolis.  It  was  in  1833 
that  a  Committee  was  formed  for  the  establishment  of  the 
first  Joint-stock  bank  in  London.     Almost  the  first  con- 
sideration  of   the  Committee   was   to   seek   an   efficient 
manager.     Without  having  any  personal  knowledge  what- 
ever of  Mr.  Grilbart,  and  guided  entirely  by  his  reputation 
in  Ireland,  in  union  probably  with  that  derived  from  his 
writings,  they  made  him  an  offer  to  become  their  manager. 
Having  received  another  invitation  fx'om  a  similar  esta- 
blishment then  in  the  course  of  formation,  Mr.  Grilbart 
came  to  London,  and,  after  an  interview  with  both  parties, 
engaged  with  the  London  and  Westminster  Bank,  on  the 
10th  of  October,  1833 — signing  the  first  letters  of  allot- 
ment   of    shares    on   the   following   day.      Mr.    Gilbart's 
antecedents  were  Avell  calculated  to  qualify  him  for  this 
appointment.     He  had  been  thirteen  years  in  a  London 
bank,  by  which  he  had  acquired  a  perfect  knowledge  of 
banking,  being,  moreover,  favourably  known  as  an  author 
on  the  subject ;  besides  which  he  had  for  six  years  and  a 
half  fulfilled  the   onerous  duties  of  manager  in  a  Joint- 
stock  bank — a  young  establishment  which  had  to  contend 
against  popular  ignorance  and  a  chartered  rival — which 
two  opponents,  a  new  bank  in  London,  founded  on  similar 
principles,  would  probably  have  to  encounter.     The  Lon- 
don and  Westminster  Bank  was  opened  March  10,  1834. 
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As  the  General  Manager  from  the  commencement  of  the 
bank,  Mr.  Gilbart  had  to  withstand  the  violent  opposition 
of  interested  and  influential  bodies  which  met  its  rise  and 
early  progress.  He  had  to  conquer  the  apathy  and  dis- 
trust of  the  public,  and  to  contend  against  law  proceedings, 
injunctions,  adverse  bills  in  parliament,  and  other  formid- 
able difficulties.  All  were  successfully  overcome,  and  at 
length  he  had  the  satisfaction  of  seeing  the  bank  to  a  remark- 
able extent  prosper.  Year  by  year  it  increased  in  impor- 
tance, until  it  became  one  of  the  largest  and  richest  Joint- 
stock  banks  in  the  kingdom.  An  excellently-written 
history  of  the  undertaking  was  produced  by  Mr.  Gilbart 
in  1847,  which  was  printed  for  private  circulation. 

About  two  years  after  the  oj^ening  of  the  bank,  a  spirit 
of  general  speculation  arose  which  became  directed 
towards  the  establishment  of  Joint- stock  banks  throughout 
the  country.  It  being  thought  that  some  of  these  new 
banks  might  aj^point  the  London  and  Westminster  Bank 
to  be  their  agent,  Mr.  Gilbart  assisted  in  the  formation  of 
several. 

To  secure  the  right  to  attend  their  meetings,  ho  took 
shares,  and  urged  upon  all  the  shareholders  and  directors 
the  advantage  of  connecting  their  business  relations  in 
London  with  London  Joint-stock  banks.  The  London  and 
Westminster  Bank  thus  obtained  a  large  and  valuable 
country  connection. 

In  this  year  the  directors,  under  the  advice  of  Mr.  Gil- 
bart, opened  several  branches  m  London. 

In  June,  1837,  Mr.  Gilbart  was  examined  as  a  witness 
before  the  Committee  of  the  House  of  Commons  upon 
Joint-stock  banks. 

This  Committee  was  appointed  "to  inquire  into  the 
operation  of  the  Acts  permitting  the  establishment  of 
Joint-stock  banks  in  England  and  Ireland,  under  certain 
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restrictions,  and  the  expediency  of  making  any  amend- 
ment in  the  ])rovisions  of  those  Acts."  The  Committee 
had  made  a  hostile  report  in  1836,  but  this  session  they 
resolved  only  to  report  evidence.  In  the  course  of  the 
same  year  the  Bank  of  England  obtained  an  injunction 
against  the  London  and  Westminster,  prohibiting  their 
accepting  any  bills  drawn  at  less  than  six  months  after 
date.  It  was  supposed  that  this  decision  would  be  fatal 
to  the  connection  of  the  country  banks,  but  it  was  not  so. 
When  in  Ireland,  Mr.  Gilbart  had  seen  bills  drawn  by  the 
Bank  of  Ireland  upon  the  Bank  of  England,  "  without  ac- 
ceptance," and  it  occurred  to  him  that  the  country  esta- 
blishments might  draw  upon  the  London  and  Westminster 
Bank  in  the  same  manner.  With  the  sanction  of  his 
directors,  he  visited  all  the  country  banks,  and  made  the 
suggestion.  It  was  universally  adopted,  and  consequently 
the  London  and  Westminster  Bank  lost  none  of  its  con- 
nections. 

The  "  Association  of  Joint-stock  Banks  "  was  formed  in 
the  latter  part  of  1838,  and  all  such  establishments  in 
England,  Wales,  and  Ireland,  were  invited  to  attend  a 
public  meeting  in  London.  This  meeting  appointed  from 
their  number  a  Committee  "to  communicate  with  the 
Government,  and  to  promote  the  passing  of  such  laws  as 
might  be  beneficial  to  Joint-stock  banks." 

This  Committee  was  styled  "  The  Committee  of  Depu- 
ties," and  those  members  who  resided  in  London  were 
authorized  to  act,  in  ordinary  matters,  on  behalf  of  the 
whole  Committee.  Mr.  P.  M.  Stewart,  M.P.,  a  Director 
of  the  London  and  Westminster  Bank,  was  Chairman ; 
Mr.  Oliver  Vile,  the  Manager  of  the  Westminster  Branch 
of  the  London  and  Westminster  Bank,  was  the  Honorary 
Secretary,  and  the  circulars  to  the  banks  and  the  corre- 
spondence were  written  chiefly  by  Mr.  Gilbart. 
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The  Chancellor  of  the  Exchequer  at  that  time  was 
Mr.  Spring  Eice  (Lord  Monteagle),  who  had  been  a 
Director  of  the  Provincial  Bank  of  Ireland  during  the 
time  that  Mr.  Gilbart  was  Manager,  and  the  Government 
being  thus  readily  accessible  on  banking  questions,  several 
important  improvements  in  the  laws  respecting  Joint- 
stock  banks  were  passed  on  the  suggestion  of  the  Chan- 
cellor of  the  Exchequer.  In  consequence  of  the  pressure 
of  1839,  a  Select  Committee  of  the  House  of  Commons 
was  appointed  in  1840,  "  To  inquire  into  the  effects  pro- 
duced on  the  circulation  of  the  country  by  the  various 
Banking  establishments  issuing  notes  payable  on  demand." 
Mr.  Vincent  Stuckey,  of  Bristol,  and  Mr.  Gilbart,  repre- 
sented, by  request,  the  English  Joint-stock  banks,  and 
received  the  thanks  of  those  companies  for  the  manner  in 
which  they  had  given  their  evidence. 

In  1844,  Sir  Eobert  Peel  passed  his  Bill,  renewing  the 
Charter  of  the  Bank  of  England,  and  regulating  other 
banks ;  by  this  enactment,  the  London  and  Westminster, 
and  other  similar  banks,  acquired  the  power  of  suing  and 
being  sued  by  their  public  officer,  and  to  accept  bills  at 
less  than  six  months  after  date. 

Another  pressure  on  the  money  market  occurred  in 
1847,  when  both  houses  appointed  a  Committee  of  Inquiry, 
the  chief  question  being — "  Whether  the  pressure  of  1847 
was  produced  in  whole  or  in  part  by  the  Act  of  1844  ?  " 
To  this  Mr.  Gilbart  gave  an  answer  in  the  fifth  edition  of 
his  "  Practical  Treatise  "  published  in  1849,  a  work  dedi- 
cated to  the  then  Chancellor  of  the  Exchequer,  a  sixth 
edition  following  in  1859. 

A  prize  of  ^£100  was  offered  by  Mr.  Gilbart  in  January, 
1851,  for  the  best  essay  "  On  the  Adaptation  of  Eecent 
Inventions  collected  at  the  Great  Exhibition  of  1851,  to 
the    purposes    of    Practical    Banking."      The    prize    was 
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gained  l>y  Mr.  G-ranville  Sharp,  of  Norwich.  In  1854,  the 
object  for  which  Mr.  Gilbart  had  frequently  contended, 
viz.,  the  admission  of  the  Joint-stock  banks  into  the 
clearing-house,  was  attained.  In  1859,  he  published  his 
"  Logic  of  Bankinp-." 

la  the  course  of  the  same  year,  the  Directors  of  the 
Bank,  in  acknowledgment  of  his  long  and  eminent  services, 
passed  a  resolution  to  allow  him  to  retire  at  the  close  of 
the  year,  with  a  pension  of  d£l,500  per  annum  ;  and  on 
their  recommendation,  he  was  appointed  an  extra  director 
in  anticipation  of  the  next  vacancy. 

Mr.  Gilbart  received  further  gratifying  tokens  of  the 
estimation  in  which  he  was  held. 

Prior  to  his  departure  from  Waterford,  the  Members  of 
the  Literary  and  Scientific  Institution  requested  him  to 
sit  for  his  portrait  to  be  placed  in  the  Lecture-room, — 
complimentary  resolutions  passed  being  accompanied  by  a 
letter  from  the  President. 

In  the  year  1846,  a  service  of  plate  was  presented  to  him 
by  the  Joint-stock  banks,  in  acknowledgment  of  his  exer- 
tions in  favour  of  Joint- stock  banking. 

On  the  10th  of  March,  1860,  a  testimonial  of  plate  was 
presented  to  him  by  the  ofl&cers  of  the  London  and  West- 
minster Bank  on  his  retirement  from  the  office  of  General 
Manager,  an  address  accompanying  it. 

Mr.  Gilbart  was  a  Fellow  of  the  Eoyal  Society,  a  life 
member  of  sevei*al  literary  and  scientific  associations,  and 
a  Member  of  the  Statistical  Society,  to  which  he  contri- 
buted various  valuable  papers. 

He  died  on  the  8th  day  of  August,  1863,  in  the  69th 
year  of  his  age. 
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SECTION  I. 

THE   ORIGIN    AND    PROGRESS   OF    BANKING. 

A  N  eminent  historian  observes,  that  "  it  is  a  cruel  mor- 
■^  tification,  in  searching  tor  what  is  instructive  in  the 
history  of  past  times,  to  find  tha  t  the  exploits  of  conquerors 
who  have  desolated  the  earth,  and  the  freaks  of  tyrants 
<vho  have  rendered  nations  unhappy,  are  recorded  with 
minute  and  often  disgusting  accuracy,  while  the  discovery 
of  useful  arts,  and  the  progress  of  the  most  benedcial 
branches  of  commerce  are  passed  over  in  silence,  and 
suffered  to  sink  into  oblivion."  '  This  remark  is  strictly 
applicable  to  the  origin  and  progress  of  banking.  We 
have  but  little  information  as  to  what  kind  of  banks 
existed  in  the  earlier  ages,  or  on  what  system  they 
conducted  their  business.  As  most  of  the  nations  of  anti- 
quity subsisted  chiefly  on  agriculture,  they  probably  had 
little  occasion  for  banks ;  for  it  is  only  in  commercial 
countries  that  these  institutions  have  attained  to  any  high 

'  Robertson's  Historical  Dis(iuisition  on  India,  page  46. 
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degree  of  prosperity.  And  as  even  the  commercial  nations 
of  antiquity  were  unacquainted  with  joint-stock  companies, 
or  commercial  corjjorations,  and  had  not  discovered  the 
use  of  paper-money  or  bills  of  exchange,  the  business  of  a 
ranker,  even  among  them,  must  have  been  somewhat  dif- 
ferent from  that  of  a  banker  of  the  present  day.  The 
merchants  of  those  early  times  employed  as  money,  gold 
and  silver  bullion ;  and  received  it  and  paid  it  away  by 
weight.  It  is  probable  that  the  merchants  would  reqmre 
that  the  precious  metals  they  received  should  be  of  a  cer- 
tain degree  of  fineness.  We  read  of  Abraham  ^  weighing 
unto  Ephron  400  shekels  of  silver,  curretit  money  with  the 
merchant — a  phrase  which  implies  that  the  money  current 
with  the  merchant  was  different  from  that  in  ordinary 
use. 

After  bullion  was  superseded  by  coin,  and  each  nation 
had  a  coin  of  its  own,  the  merchants  would  necessarily 
in  the  course  of  their  business  receive  coins  belonging  to 
different  nations,  and  hence  would  be  applied  to  by  stran- 
gers who  wished  to  exchange  their  own  money  for  the 
money  of  the  country  in  which  they  sojourned.  This 
would  take  place  more  particularly  in  those  oriental  coun- 
tries whose  inhabitants  were  accustomed  in  certain  seasons 
to  meet  together  for  the  celebration  of  public  festivals. 
We  read  in  the  New  Testament  ^  of  money-changers  who 
had  tables  in  the  Temple  of  Jerusalem.  It  is  probable 
they  attended  for  the  purpose  of  giving  Jewish  money  in 
exchange  for  those  various  coins  which  persons  coming 
from  the  neighbouring  countries  might  have  brought  with 
them.  Whether  the  business  of  money-changing  was  car- 
ried on  as  a  separate  employment,  or  united  with  the 
general  business  of  a  merchant,  we  are  not  informed ;  but 
it  is  stated,  that  the  exchangers  allowed  interest  for  money 

'  Gc'iR'sis  xxiii.  16.  ^  Mattlicw  .\xi.  12. 
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loclfjcd  iu  their  hands.  "  Thou  wicked  and  slothful  ser- 
vant, thou  oughtest  to  have  put  my  money  to  the  ex- 
changers, and  then  at  my  coming  I  should  have  received 
mine  own  with  usury."  '  From  the  circumstance  of  their 
allowing  interest  on  money,  we  may  infer  that  they  also 
lent  money  on  interest ;  otherwise  they  would  have  had 
no  use  for  the  money  they  borrowed.  This  scanty  infor- 
mation forms  the  whole  of  our  knowledge  respecting  the 
mode  of  banking  practised  by  the  ancient  Babylonian, 
Egyptian,  and  Jewish  nations. 

With  respect  to  the  bankers  of  Greece  we  liave  more 
ample  details. 

In  Greece  the  first  banks  were  the  temples. 

"  The  wealth  and  growing  estimation  of  Delphi  had  also 
another  source,  of  which  information  remains  only  so  far 
as  to  assure  us  of  the  fact  with  far  less  explanation  of 
circumstances  than  for  its  importance  might  be  desired. 
In  the  general  insecurity  of  property  in  the  early  ages,  and 
especially  in  Greece,  it  was  highly  desirable  to  convert  all 
that  could  be  spared  from  immediate  use  into  that  which 
might  more  easily  be  removed  from  approaching  danger. 
With  this  view,  by  a  compact  understood  among  men,  the 
precious  metals  api)ear  to  have  obtained  their  early  estima- 
tion. Gold,  then,  and  silver,  having  acquired  their  certain 
value  as  signs  of  wealth,  a  deposit  secure  against  the  dan- 
gers continually  threatening,  not  individuals  only,  but 
every  town  and  state  in  Greece,  would  be  a  great  object  of 
the  wealthy.  Such  security  offered  nowhere  in  eqvial 
amoTuit  as  in  those  temples,  which  belong  not  to  any  single 
state,  but  were  respected  by  the  common  religion  of  the 
nation.  The  priesthood,  not  likely  to  refuse  the  charge, 
would  have  a  large  interest  in  acquiring  the  reputation  of 
fidelity  to  it.  Thus  Delphi  appears  to  have  become  the  great 
'  Matthew  xxv.  27. 
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bank  of  Greece,  perhaps  before  Homer,  in  whose  time  its 
riches  seem  to  bave  been  ah-eady  proverbial.  Such  then  was 
found  the  value  of  this  institution,  that  when  the  Dorian 
conquerors  drove  so  large  a  part  of  the  G-reek  nation  into 
exile,  the  fixgitives  who  acquired  new  settlements  in  Asia, 
established  there  their  own  national  bank  in  the  manner 
of  that  of  their  former  country,  recommending  it  to  the  pro- 
tection of  the  same  divinity.  The  Temple  of  Apollo,  at  Bran- 
chidse,  became  the  great  depository  of  the  wealth  of  Ionia."  ' 

Afterwards  the  temple  of  Olympia,  like  that  at  Delphi, 
became  an  advantageous  repository  for  treasure.  But  al- 
though the  temples  discharged  one  of  the  offices  of  banks, 
by  being  places  of  security,  yet  as  they  did  not  grant 
interest  on  the  money  deposited,  they  did  not  supersede 
banks  of  deposit  established  by  private  individuals.  At 
Athens,  especially,  banking  was  a  flourishing  trade. 

"  The  greater  part  of  the  Athenians  employ  their  money 
in  trade,  but  they  are  not  jjermittedto  lend  it  for  any  place 
but  Athens.  They  receive  an  interest  for  the  use  of  it 
which  is  not  fixed  by  the  la"\?s,  but  stipulated  in  a  contract, 
deposited  either  in  the  hands  of  a  banker  or  some  friend 
to  both  parties.  If,  for  instance,  a  voyage  is  to  be  made 
to  the  Cymmerian  Bosphorus,  the  instrument  specifies 
the  time  of ,  the  departure  of  the  vessel,  the  kind  of  com- 
modities with  which  she  is  to  be  freighted,  the  sale  which 
is  to  be  made  of  them  in  the  Bosphorus,  and  the  mer- 
chandise which  she  is  to  bring  back  to  Athens  ;  and  as 
the  duration  of  the  voyage  is  uncertain,  some  agree  that 
their  money  shall  not  be  payable  till  the  return  of  the 
vessel,  while  others,  more  timid,  and  contented  with  a  less 
profit,  require  that  it  shall  be  repaid  at  the  Bosphorus 
immediately  after  the  sale  of  the  goods  carried  out ;  in 
which  case  they  either  themselves  repair  to  the  place  where 
'  Mitford's  History  af  Greece,  vol,  i.  page  igs. 
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they  are  to  receive  it,  or  seud  thither  some  person  in  whom 
they  can  confide,  and  whom  they  empower  to  act  for 
them. 

"  The  lender  has  his  security,  either  on  the  merchandise 
or  the  goods  of  the  borrower ;  but.  as  the  dangers  of  the 
sea  are  in  part  risked  by  the  former,  and  the  profit  of  the 
latter  may  be  very  considerable,  the  interest  of  money  thus 
lent  may  rise  as  high  as  thii'ty  per  cent.,  more  or  less,  ac- 
cording to  the  length  and  hazards  of  the  voyage. 

"  The  usury  of  which  I  have  spoken  is  known  by  the 
name  of  maritime ;  that  called  landed  is  more  oppressive, 
and  no  less  variable. 

"  Those  who,  without  risking  the  dangers  of  the  sea, 
wish  to  derive  profit  from  their  money,  lend  it  to  bankers 
at  the  rate  of  twelve  per  cent,  per  annum,  or  rather  one 
|)er  cent,  for  every  new  moon.  But  as  the  laws  of  Solon 
do  not  prohibit  those  who  have  money  from  demanding 
the  most  extravagant  interest  for  it,  some  persons  receive 
more  than  sixteen  per  cent.,  and  others,  especially  among 
the  lower  classes  of  people,  exact  every  day  the  quarter  of 
the  principal.  These  extortions  are  not  concealed,  and 
cannot  be  punished,  except  by  the  public  opinion,  which 
condemns,  but  does  not  sufficiently  despise  those  who  are 
guilty  of  them. 

"  Commerce  increases  the  circulation  of  wealth,  and  this 
circulation  has  given  birth  to  the  occupation  of  bankers, 
which  facilitates  it  still  more.  A  person  who  is  about  to 
make  a  voyage,  or  who  fears  to  keep  by  him  too  great  a 
sum  of  money,  lodges  it  in  the  hands  of  these  bankers, 
sometimes  only  as  a  trust,  and  without  requiring  any 
interest,  and  sometimes  on  condition  of  sharing  with  them 
the  profit  it  shall  produce.  They  advance  money  to  generals 
who  go  to  take  on  them  the  command  of  armies,  or  other 
individuals  who  stand  in  need  of  their  assistance. 
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"  In  the  gi'eater  pai't  of  bargains  made  by  them,  no 
witness  is  required ;  they  content  themselves  with  entering 
in  a  register  that  such  a  person  has  deposited  in  their 
hands  such  a  sum,  which  they  must  repay  to  such  another, 
if  the  former  should  happen  to  die.  It  would  sometimes 
be  very  difficult  to  prove  that  they  have  received  a  sum  of 
money,  were  they  to  deny  it ;  but  if  they  should  expose 
themselves  to  such  a  charge  more  than  once,  they  would 
lose  the  confidence  of  the  public,  on  which  depends  their 
success  in  the  business  in  which  they  are  engaged. 

"  By  employing  the  money  deposited  in  their  hands,  and 
lending  it  at  a  greater  interest  than  they  are  to  pay  for  it, 
they  amass  riches  which  gain  them  friends,  whose  protec- 
tion they  purchase  by  assiduous  services.  But  all  is  lost 
when,  unable  to  call  in  their  money,  they  are  incapable  of 
fulfilling  their  engagements.  They  are  then  obliged  to 
conceal  themselves,  and  can  only  escape  the  severity  of 
justice  by  surrendering  all  their  remaining  property  to 
their  creditors. 

"  Those  who  wish  to  exchange  foreign  moneys  apply  to 
the  bankers,  who  by  different  means,  as  the  touchstone 
and  the  balance,  examine  whether  they  are  not  adulterated 
or  deficient  in  weight."  ^ 

In  a  treatise  published  by  Xenophon,  upon  the  Athenian 
revenue,  we  meet  with  the  first  suggestion  for  the  esta- 
blishment of  a  joint-stock  bank. 

"A  very  remarkable  project,  which  seems  to  have  been 
original  with  Xenophon,  next  occurs — the  establishment  of 
a  bank  by  subscription,  open  to  all  the  Athenian  people. 
The  interest  of  money,  it  appears,  was  enormous  at  Athens, 
an  unavoidable  consequence  of  the  wretched  insecurity  of 
person  and  property.     Throughout  modern  Europe,  land 

'  See  Travels  of  Anacharsis  in  Greece,  by  the  Abbe  Barlhelemy,  and 
the  authorities  there  i-eferred  to. 
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is,  of  all  property,  esteemed  the  safest  source  of  income ; 
but  iu  Greece  it  was  held  that  the  surest  return  was  from 
money  lent  at  interest.  For  in  the  multiplied  division  of 
Gi'eece  into  small  republics  with  very  narrow  territories, 
the  produce  of  land  was  continually  liable  to  be  carried  off 
or  destroyed  by  an  invading  enemy,  but  a  moneyed  for- 
tune, according  to  Xenophon's  observation,  was  safe  within 
the  city  walls.  In  proportion,  then,  to  the  interest  of 
money,  and  the  insecurity  of  all  things,  the  pi'ofits  of  trade 
will  always  be  high,  and  thus  numbers  would  be  induced 
to  borrow,  even  at  a  high  interest.  Xenophon  therefore 
proposed,  by  lending  from  the  public  stoclc,and  encouraging 
commercial  adventure  by  just  regulations,  to  raise  a  great 
revenue,  and,  by  the  same  means,  instead  of  oppressing  to 
enrich  individuals.  As  a  corollary,  then,  to  his  project, 
when  the  amount  of  the  subscription  or  its  profits  might 
allow,  he  proposed  to  improve  the  ports  of  Athens,  to 
form  wharves  and  docks,  to  erect  halls,  exchanges,  ware- 
houses, market-houses,  and  inns,  for  all  which  tolls  and 
rents  should  be  paid ;  and  to  build  ships  to  be  let  to  mer- 
chants. Thus,  while  numbers  of  individuals  were  encou- 
raged and  enabled  to  employ  themselves  for  their  private 
benefits,  the  whole  Athenian  people  would  become  one 
great  banking  company,  from  whose  profita  every  mem- 
ber, it  was  expected,  would  derive  at  least  an  easy  liveli- 
hood." ' 

At  Rome,  the  bankers  were  called  Argentarii,  Mensarii, 
Ninmdarii,  or  CoUybistce.  The  banking-houses  or  banks 
were  called  Tabernce  Argentarice,  or  Mensce  Numularice. 
Some  of  tnese  bankers  were  appointed  by  the  government 
to  receive  the  taxes,  others  carried  on  business  on  their  own 
account.  Their  mode  of  transacting  business  was  some- 
what similar  to  that  which  is  in  use  in  modern  times. 
'  Mitfords  History  of  Greece,  vol.  iv.  page  22. 
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Into  these  houses  the  State,  or  men  of  wealth,  caused  their 
revenues  to  be  paid,  and  they  settled  their  accounts  with 
their  creditors  by  giving  a  draft  or  cheque  on  the  bank. 
If  the  creditor  also  had  an  account  at  the  same  bank,  the 
account  was  settled  by  an  order  to  make  the  transfer  of  so 
much  money  from  one  name  to  another.  To  assign  over 
money  or  to  pay  money  by  a  draft,  was  called  perscrihere, 
and  rescrihere ;  the  assignment  or  draft  was  called  attri- 
hutio.  These  bankers,  toO;  were  money-changers.  They  also 
lent  money  on  interest,  and  allowed  a  lower  rate  of  interest 
on  money  deposited  in  their  hands.  In  a  country  where 
commerce  was  looked  upon  with  contempt,  banking  could 
not  be  deemed  very  respectable.  Among  most  of  the  ancient 
agricultural  nations  there  was  a  prejudice  against  the 
taking  of  interest  for  the  loan  of  money.  Hence  the  pri- 
vate bankers  at  Rome  were  sometimes  held  in  disrepute, 
though  those  whom  the  government  had  established  as 
public  cashiers,  or  receivers- general,  as  we  may  term  them, 
held  so  exalted  a  rank  that  some  of  them  became  consuls.' 
The  Romans  had  also  loan  banks,  from  which  the  poor 
citizens  received  loans  without  paying  interest.  We  are 
told  that  the  confiscated  property  of  criminals  was  con- 
verted into  a  fund  by  Augustus  Csesar,  and  that  from  this 
fund  sums  of  money  were  lent  without  interest  to  those 
citizens  who  could  pledge  value  to  double  the  amount. 
The  same  system  was  pursued  by  Tiberius.  He  advanced 
a  large  capital,  which  was  lent  for  a  term  of  two  or  three 
years  to  those  who  could  give  landed  security  to  double  the 
value  of  the  loan.  Alexander  Severus  reduced  the  market- 
rate  of  interest  by  lending  sums  of  money  at  a  low  rate,  and 
by  advancing  money  to  poor  citizens  to  purchase  lands,  and 
agreeing  to  receive  payment  from  the  produce. 

'    See  Beckmann's  History  of  Inventions,  vol.  ii.  \\  5  (Bohn's  Stand. 
Lib.). 
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After  comm(!i'ce  and  the  arts  had  revived  in  Italy,  the 
business  of  bauking  was  resumed.  The  word  bank  is  de- 
rived from  the  Italian  word  Banco,  a  betich — the  Jews  in 
Lombardy  having  benches  in  the  market-place  for  the  ex- 
change of  money  and  bills. ^  When  a  banker  failed,  his 
bench  was  broken  by  the  populace ;  and  from  this  circum- 
stance we  have  our  word  hanlcrupt.  Though  the  States  of 
Venice  and  Genoa  made  the  most  rapid  advances  in  com- 
merce, and  established  public  banks,  yet  the  department  of 
banking  appears  to  have  fallen  more  particularly  into  the 
hands  of  the  Florentines.  "  As  the  Florentines  did  not,"' 
like  the  Venetians  and  the  G-enoese,  "  possess  any  commo- 
dious seaport,  their  active  exertions  were  directed  chiefly 
towards  the  improvement  of  their  manufactures  and  do- 
mestic industry.  About  the  beginning  of  the  fourteenth 
century,  the  Florentine  manufacturers  of  various  kinds, 
particularly  those  of  silk  and  woollen  cloth,  appear,  from 
the  enumeration  of  a  well-informed  historian,  to  have  been 
very  considerable.  The  connections  which  they  formed  in 
<lifferent  parts  of  Europe,  by  furnishing  them  with  the 
productions  of  their  own  industry,  led  them  to  engage  in 
another  branch  of  trade,  that  of  banking.  In  this  they 
soon  became  so  eminent,  that  the  money  transactions  of 
almost  every  kingdom  in  Europe  passed  through  their 

^  This  is  the  comindiil}'  recei\ed  derivation.  A  more  accurate  ex- 
planation of  the  use  of  the  word  is  that  which  makes  it  synonymous  with 
tlie  ItaUan  Monte  (Latin,  Mons),  a  mound,  heap,  or  bank.  Thus  the 
Italian  Monfe  di  Pieta  and  the  French  Mojit  de  Pitt6  signify  "  A  Charity 
Bank."  Bacon  and  Evelyn  use  the  word  in  the  same  sense.  Bacon 
says,  "  Let  it  be  no  Bank  or  common  stock,  but  every  man  be  master 
of  his  own  money."  Evelyn,  adverting  to  the  Monte  di  Pieta  at  Padua, 
writes,  "  There  is  a  continual  bank  of  money  to  assist  the  poor."  Black- 
stone  also:  "At  Florence,  in  1344,  government  owed  ^"60,000,  and 
being  unable  to  pay  it,  formed  the  principal  into  an  aggregate  sum 
called,  metaphorically,  a  Mount  ur  Bank." — (Vol.  i.) 
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hands,  and  in  many  of  them  they  were  entrusted  with  the 
collection  and  administration  of  the  public  revenues.  In 
consequence  of  the  activity  and  success  with  which  they 
conducted  their  manufactures  and  money  transactions — 
the  former  always  attended  with  certain  though  moderate 
profit,  the  latter  lucrative  in  a  high  degree,  at  a  period 
when  neither  the  interest  of  money  nor  the  premium  on 
bills  of  exchange  were  settled  with  accuracy — Florence  be- 
came one  of  the  first  cities  in  Christendom,  and  some  of  its 
citizens  extremely  opulent."  '  Cosmo  di  Medici  was  reckoned 
the  most  wealthy  merchant  ever  known  in  Europe,  and  in 
a  treaty  whereby  Louis  XI.  engaged  to  pay  Edward  lY. 
fifty  thousand  crowns  annually,  it  was  expressly  stipulated 
that  the  king  of  France  should  engage  the  partners  of  the 
Bank  of  Medici  to  become  bound  for  the  faithful  and 
regular  performance  of  this  agreement  on  the  part  of  him- 
self and  his  heirs. ^ 

Although  the  business  of  banking  has  probably  always 
been  carried  on  by  private  individuals  before  it  has  been 
carried  on  by  a  public  company,  yet  most  countries  have 
found  it  useful  to  establish  a  public  or  national  bank. 
Some  of  these  banks  have  been  founded  for  the  purpose  of 
facilitating  commerce,  others  to  serve  the  government. 

The  most  ancient  bank  was  that  of  Venice.  It  is  sup- 
posed to  have  been  established  in  1157.^  The  State  being 
involved  in  debt,  through  a  long  and  severe  war,  the  public 
creditors  were  formed  into  a  corporation,  with  peculiar 
privileges,  and  the  debts  were  allowed  to  be  transferred 
from  one  name  to  another,  much  in  the  same  way  as  our 
public  funds,  or  the  stock  of  our  public  banks.  It  was  made 
a  particular  regulation   that  all   payments   of   wholesale 

'   Robertson's  Disquisition  on  India,  pago  113. 

'  Macpherson's  History  of  Commerce,  vol.  i.  page  698. 

'  Anderson's  Ilisinry  of  Commerce,  vol.  i.  page  156. 
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merchandise,  and  bills  of  exchange,  should  be  in  bank 
money ;  and  that  all  debtors  and  creditors  should  be 
obliged,  the  one  to  carry  their  money  to  the  bank,  tlie 
other  to  receive  their  payments  in  banco,  so  that  payments 
were  made  by  a  simple  transfer  of  stock  from  one  account 
to  the  other.  This  bank  may  be  deemed  a  wonder  for  the 
twelfth  century,  but  requiring  much  alteration  to  adajit  it 
to  the  modes  and  manners  of  the  nineteenth.^ 

So  early  as  the  year  1349  the  business  of  banking  was 
carried  on  by  the  drapers  of  Barcelona,  who  were  probably 
the  most  wealthy  class  of  merchants  in  that  city.  But  by 
an  ordinance  of  the  king  of  Arragon,  they  were  not  allowed 
to  commence  this  branch  of  trade  until  they  had  first  given 
sufiicient  security.  In  the  year  1401  a  public  bank  was 
established  by  the  magistrates,  and  the  city  funds  were  re- 
sponsible for  the  money  placed  in  the  bank.  They  ex- 
changed money,  received  deposits,  and  discounted  bills  of 
exchange,  both  for  the  citizens  and  for  foi'eigners.- 

The  bank  of  Genoa  was  established  in  1407.  This  bank, 
like  that  of  Venice,  owed  its  origin  to  the  debts  of  the 
State.  Considerable  confusion  had  arisen  from  the  multi- 
tude of  loans  which  the  republic  had  contracted  with  its 
citizens.  These  various  loans  were  now  formed  into  one 
total  amount,  and  made  the  capital  ci'  the  bank.  This  ba,nt 
was  called  the  Chamber  of  St.  George,  and  its  management 
was  entrusted  to  eight  directors,  elected  by  the  proprietors 

'  See  Montefiore's  Commercial  Dictionary,  Article  Bank.  It  was  not 
until  1587  that  the  Bank  of  Venice  became  a  bank  in  the  modern  sense 
of  the  word.  The  extensive  foreign  trade  of  the  city  brought  tliitiier 
coins  of  all  countries,  and  in  every  state  of  wear.  To  remedy  the  loss 
and  inconvenience  thus  caused,  the  merchants  were  ordered  to  bring 
their  coins  to  the  bank,  where  they  were  weighed,  the  mei'chants  I'eceiving 
notes,  promising  to  pay  the  bearer  on  demand  bullion  of  the  proper  or 
standard  fineness,  equal  to  the  value  of  the  coins  paid  in. 

■'   Macpherson's  History  of  Commerce,  vol.  i.  pp.  540,  612. 
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of  the  stock.  As  a  security  for  the  debt,  the  State  made 
over  to  the  bank  several  cities  and  territories,  among 
which  "were  the  port  of  Caffa  and  the  little  kingdom  of 
Corsica. 

The  Bank  of  Amsterdam  was  founded  in  the  year  1609. 
It  was  occasioned  by  the  vast  quantity  of  worn  and  clipped 
coins  then  in  circulation,  in  consequence  of  which  the  value 
of  the  currency  was  reduced  above  nine  per  cent.  l»elow  that 
of  good  money  fresh  from  the  mint.  The  bank  received 
these  deficient  coins  at  nearly  their  intrinsic  value,  and 
made  all  its  issues  in  coin  of  the  standard  weight  and  fine- 
ness. At  the  same  time  a  law  was  made  that  all  foreign 
bills  of  exchange  should  be  paid  in  bank  money.  This  law 
raised  the  value  of  bills  on  Holland  in  foreign  countries, 
and  compelled  every  mei'chant  to  keep  an  account  at  the 
bank,  in  order  that  he  might  at  all  times  have  legal  money 
to  pay  his  foreign  bills.  The  j^i'emium  (called  the  Agio)  on 
bank  money  was  regulated  by  the  market  price  of  gold,  and 
was  subject  to  considerable  fluctuations.  To  prevent  the 
gambling  to  which  these  fluctuations  gave  rise,  the  bank 
at  length  determined  to  sell  bank  money  for  currency  at 
five  per  cent,  agio,  and  to  buy  it  again  at  four  per  cent. 
From  this  and  other  sources  of  profit  the  bank  is  supposed 
to  have  gained  a  considerable  revenue.  It  was  the  entu-e 
projjerty  of  the  city  of  Amsterdam,  and  was  placed  under 
the  direction  of  four  burgomasters,  who  were  changed  every 
year.' 

The  Bank  of  Amsterdam  was  the  model  on  which  were 
formed  most  of  the  European  banks  now  in  existence ;  but 
they  have  varied  very  considerably  from  each  other,  accord- 
ing to  the  circumstances  of  the  respective  countries  in 
which  they  have  been  established. 

'  Adam  Smith's  Wealth  of  Nations,  vol.  ii.  p.  220.     Edition  1812. 


PRACTICE   OF    BANKING.  18 


SECTION    II. 
THE    KISE   OF    BANKING   IN    ENGLAND. 

nPHE  exchanging  of  money  ;  the  lending  of  money  ;  the 
-*-  borrowing  of  money ;  the  transmitting  of  money,  are 
the  four  principal  branches  of  the  business  of  modern  bank- 
ing, and  in  most  countries  they  seem  to  have  taken  their 
rise  in  the  order  in  which  they  are  here  named. 

r.rONEY-CHANGING. 

For  several  centuries  the  only  coin  current  m  England 
was  made  of  silver,  and  the  highest  denomination  was  the 
silver  penny.  This  coin  contained  about  half  as  much 
silver  as  one  of  our  sixpences.  There  were  also  silver  half- 
pence and  silver  farthings,  and  frequently  the  silver 
pennies  were  cut  into  halves  and  quarters  to  serve  the 
purpose  of  half-pence  and  farthings,  until  laws  were  made 
to  prohibit  the  practice.  Copper  was  not  coined  in  England 
until  the  year  l')09,  and  then  the  small  leaden  tokens  pre- 
viously issued  by  private  individuals  were  suppressed. 

Gold  was  first  coined  in  England  in  1257,  but  soon 
went  out  of  circulation,  and  did  not  enter  permanently 
into  currency  unt''.  1344,  when  Edward  III.  issued  gold 
nobles,  half  nobles,  and  farthing  nobles  ;  the  noble  to  pass 
for  6s.  8d.,  the  half  noble  for  3s.  ^d.,  and  the  farthing 
noble  for  Is.  8d.  This  coinage  seems  to  have  given  rise  to 
the  office  of  Royal  Exchanger. 

"It  was  not  §0  easy  a  matter  in  the  t^imes  we  aie  now 
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considering  to  exchange  gold  and  silver  coins  for  each 
other  as  it  is  at  present,  and,  therefore,  Edward  III.  and 
several  of  his  successors  took  this  office  into  their  own 
hands,  to  prevent  private  extortion  as  well  as  for  their  own 
advantage,  and  they  performed  it  by  appointing  certain 
persons,  furnished  with  a  competent  quantity  of  gold  and 
silver  coins,  in  London  and  other  towns,  to  be  the  only  ex- 
changerfj  of  money,  at  the  following  rate : — When  these 
royal  exchangers  gave  silver  coins  for  a  parcel  of  gold 
nobles,  for  example,  they  gave  one  silver  penny  less  for  each 
noble  than  its  current  value,  and  when  they  gave  gold 
nobles  for  silver  coins  they  took  one  penny  more,  or  6s.  9d. 
for  each  noble,  by  which,  in  every  transaction,  they  made 
a  profit  of  lith  per  cent.  These  royal  exchangers  had 
also  the  exclusive  privilege  of  giving  the  current  coins  of 
the  kingdom  in  exchange  for  foreign  coins,  to  accommo- 
date merchant-strangers,  and  of  purchasing  light  money 
for  the  use  of  the  mint.  As  several  laws  were  made  against 
exporting  English  coin,  the  king's  exchangers,  at  the  several 
seaports,  furnished  merchants  and  others  who  were  going 
beyond  seas  with  the  coins  of  the  countries  to  which  they 
were  going,  in  exchange  for  English  money,  according  to  a 
table  which  hung  up  in  their  office  for  public  inspection. 
By  these  various  operations  they  made  considerable  profits, 
of  which  the  king  had  a  certain  share.  The  house  in  which 
the  royal  exchanger  of  any  town  kept  his  office  was  called 
the  Exchange,  from  which  it  is  probable  the  public  struc- 
tures where  merchants  meet  for  transacting  business  derive 
their  name."  ^ 

This  institution  continued  until  the  middle  of  the  reign 
of  Henry  VIII.,  when  it  fell  into  disuse.  It  was  re-esta- 
blished in  1627,  by  Charles  I.,  who  then  issued  the  follow- 
ing proclamation : — 

'   Henry's  History  of  England,  vol.  viii.  psige  347. 
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"  Whereas  the  exchange  of  all  manner  of  gold  and  silver 
current  in  moneys  or  otherwise,  as  the  buying,  selling,  and 
exchanging  oE  all  manner  of  bullion,  in  species  of  foreign 
coins,  billets,  ingots,  &c.,  fine,  refined,  or  allayed  howsoever, 
being  fit  for  our  mint,  hath  ever  been  and  ought  to  be  our 
sole  right,  as  part  of  our  prerogative,  royal  and  ancient 
revenue,  wherein  none  of  our  subjects  of  whatever  trade  or 
quality  soever,  ought  at  all,  without  any  special  licence,  to 
intermeddle,  the  same  being  prohibited  by  divers  Acts  of 
Parliament  and  Proclamations,  both  ancient  and  modern. 
And  whereas  ourself  and  divers  of  our  royal  predecessors 
have,  for  some  time  past,  tolerated  a  promiscuous  kind  of 
liberty  to  all,  but  especially  to  some  of  the  mystery  and 
trade  of  goldsmiths  in  London  and  elsewhere,  not  only  to 
make  the  said  exchanges,  but  to  buy  and  sell  all  manner  of 
bullion,  and  from  thence  some  of  them  have  grown  to  that 
licentiousness,  that  they  have  for  divers  years  presumed, 
for  their  private  gain,  to  sort  and  weigh  all  sorts  of  money 
current  within  our  realm,  to  the  end  to  cull  out  the  old  and 
new  moneys,  which,  either  by  not  wearing  or  by  any  other 
accident,  are  weightier  than  the  rest,  which  weightiest 
moneys  have  not  only  been  molten  down  for  the  making  of 
plate,  Ac,  but  even  tradedin  and  sold  to  merchant-strangers, 
&c.,  who  have  exported  the  same,  whereby  the  consumption 
of  coins  has  been  greatly  occasioned,  as  also  the  raising  of 
the  silver  even  of  our  own  moneys  to  a  rate  above  what 
they  are  truly  current  for,  by  reason  whereof  no  silver  can 
l)e  brought  up  to  our  mint  but  to  the  loss  of  the  bringers, 
&c. — For  the  reforming  of  all  which  abuses  we  have,  by 
the  advice  of  our  Privy  Council,  determined  to  assume  our 
said  right,  for  our  own  profit  and  the  good  of  the  realm, 
and  for  this  end  we  do  now  appoint  Henry  Earl  of  Holland 
and  his  deputies,  to  have  the  office  of  our  changes,  ex- 
changes, and  out-changes  whatsoever,  in  England,  Wales, 
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and  Ireland. — And  -we  do  hereby  strictly  charge  and  com- 
mand that  no  goldsmith  nor  other  person  whatsoever, 
other  than  the  said  Earl  of  Holland,  do  presume  to 
change,  &c."  ^ 

As  this  measure  occasioned  some  dissatisfaction,  the  king 
authorized,  in  the  following  year,  the  publication  of  a 
pamphlet,  entitled  "  Cambium  Regis,  or  the  Office  of  his 
Majesty's  Exchanger  Royal."  In  this  pamphlet  it  was  at- 
tempted to  be  shown  : — 

"  That  the  prerogative  of  exchange  of  bullion  for  coin  has 
always  been  a  flower  of  the  Crown,  of  which  instances  are 
quoted  from  the  time  of  King  Henry  I.  downwards.     That 
King  John  farmed  out  that  office  for  no  smaller  a  sum  than 
five  thousand  marks — that  the  pi  ice  or  office  where  the  ex- 
change was  made  in  his  reign  was  near  St.  Paul's  Cathe- 
dral in  London,  and  gave  name  to  the  street  still  called  the 
Old  'Change — that  in  succeeding  reigns  there  were  several 
other  places  for  those  exchanges  besides  London — that  this 
method  continued  to  Henry  the  Eighth's  time,  who  suffered 
his  coin  to  be  so  far  debased  that  no  regular  exchange 
co'ald  be  made — that  the  saire  confusion  made  way  for  the 
London  goldsmiths  to  leave  off  their  proper  trade  of  gold- 
mnithrie,  i.e.,  the  working  and   selling  of  new  gold  and 
silver  plate,  and  manufacture,  the  sole  intents  of  all  their 
charters,  and  to  turn  exchangers  of  plate  and  foreign  coins 
for  our  English  coins,  although  they  had  no  right  to  buy 
any  gold  or  silver  for  any  other  purpose  than  for  their, 
manufacture  aforesaid,  neither  had  any  other  person  but 
those  substituted  by  the  Crown  a  right  to  buy  the  same. 
The  king,  therefore,  has  now  resumed  this  office,  not  merely 
to  keep  up  his  right  so  to  do,  but  likewise  to  prevent  those 
trafficking  goldsmiths  from  culling  and    sorting  all    the 
heavy  coin,  and  selling  the  same  to  the  mint  of  Holland, 
'  Anderson's  History  of  Commerce,  vol.  ii.  page  324. 
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which  gained  greatly  thereby,  or  else  by  melting  the  se 
heavy  coins  down  for  making  of  plate,  witness  the  pieces 
01  thirteenpence-halfpennj,  old  shillings  of  Queen  Eliza- 
beth, ninepenny  and  fourpenny- halfpenny  pieces,  which, 
being  weighty  moneys,  none  of  them  were  now  to  be  met 
with,  whereby  they  have  raised  the  price  of  silver  to  two- 
pence per  ounce  above  the  value  of  the  mint,  which  there- 
by has  stood  still  ever  since  the  e.ayenth  of  King  James — 
that  for  above  thirty  years  past  it  has  been  the  usual 
practice  of  those  exchanging  goldsmiths  to  make  their 
servants  run  every  morning  from  shop  to  shop  to  buy  up 
all  weighty  coins  for  the  mints  of  Holland  and  the  East 
countries,  whereby  the  king's  mint  has  stood  still." 

Not  only  the  Goldsmiths'  Company  of  London,  but  the 
lord  mayor,  court  of  aldermen,  and  common  council,  peti- 
tioned against  the  revival  of  the  office  of  the  Eoyal  Ex- 
changer. They  were  not,  however,  successful ;  and  on  a 
second  application  of  the  Goldsmiths'  Company,  the  king 
told  them  "  to  trouble  him  no  farther,  since  his  right  to  the 
office  was  undoubtedly  clear."  After  the  death  of  Charles  I. 
this  office  was  not  continued,  and  the  business  of  money- 
changing  fell  again  into  the  hands  of  the  goldsmiths. 
Their  shops  were  situated  chiefly  on  the  south  row  of  Cheap- 
side,  and  extended  from  the  street  called  the  Old  'Change 
unto  Buckler sbury.^ 

MONEY-LENDING. 

That  part  of  the  business  of  banking  which  consists  in 
the  lending  of  money  lay,  during  the  Middle  Ages,  under 
severe  restraints.  The  taking  of  interest  for  the  loan  of 
money  was  deemed  sinful,  and  stigmatized  with  the  name 
of  usury.     This  opinion  appears  to  be  wholly  unwarranted, 

See  Vlaitliiiul's  History  of  London,  page  826. 
C 
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either  by  the  princiijles  of  natural  equity  or  the  enactments 
of  the  Mosaic  law.  "  The  taking  of  interest  from  Israelites 
■was  forbidden  by  Moses ;  not,  however,  as  if  he  absolutely 
and  in  all  cases  condemned  the  practice,  for  he  expressly 
permitted  interest  to  be  taken  from  strangers,  but  out  of 
favour  to  the  poorer  classes  of  the  people.  The  farther  we 
go  back  towards  the  origin  of  nations,  the  poorer  do  we 
commonly  find  them,  and  the  more  strangers  to  commerce ; 
and  where  this  is  the  case,  j^eople  borrow,  not  with  a  view 
to  profit,  but  from  poverty,  and  in  oi'der  to  procure  the  ne- 
cessaries of  life ;  and  there  it  must  be,  no  doubt,  a  great 
hardship  to  give  back  more  than  has  been  got.  The  taking 
of  interest  from  strangers,  Moses  has  not  only  nowhere  for- 
bidden, but  even  expressly  authorized.  Hence  it  is  clear 
that  he  does  by  no  means  represent  interest  as  in  itself 
sinful  and  unjust.  Any  such  prohibition  of  interest  in  our 
age  and  country  would,  without  doubt,  be  unjust  towards 
lenders,  and  destructive  to  trade  of  every  description. 
Among  all  the  remnants  of  ancient  laws,  it  would  be  diffi- 
cult to  find  one  which,  in  the  present  state  of  society,  it 
would  be  more  foolish  and  hurtful  to  revive  and  enforce. 
It  would  only  suit  a  State  so  constituted  as  was  that  of  the 
Israelites  by  Moses."  ^  The  taking  of  interest  for  the  loan 
of  money  was  first  prohibited  in  England  by  Edward  the 
Confessor.  This  law,  however,  appears  to  have  become 
obsolete  ;  for,  in  a  council  held  at  Westminster,  in  the 
year  1126,  usury  was  prohibited  only  to  the  clergy,  who, 
in  case  they  practised  it,  were  to  be  degraded  ;  and  in  an- 
other Council,  held  twelve  years  afterwards,  it  was  decreed 
that,  "  such  of  the  clergy  as  were  usurers  and  hunters  after 
sordid  gain,  and  for  the  public  employments  of  the  laity, 
ought  to  be  degraded."     The  earliest  mention  we  find  in 

'  See  Micbaelis's  Commentaries  on  the  Laws  of  Moses,  vol.  ii.  pp.  324 
to  342. 
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English  liistory,  of  a  certain  yearly  allowance  for  the 
usury  or  interest  of  money,  is  in  the  year  1199,  the  tenth 
and  last  year  of  Richard  I.  In  this  case  the  rate  of  inte- 
rest was  10  per  cent.  This  appears  to  have  been  the  ordi- 
nary or  market-rate  of  interest  from  that  period  until  the 
time  of  Henry  VIII.,  but  there  are  many  instances  on  re- 
cord of  a  much  higher  rate  of  interest  being  taken,  espe- 
cially by  the  Jews  and  the  Lombards,  who,  in  those  times, 
were  the  principal  money-lenders.  The  exorbitant  interest 
taken  by  them  is  supposed  by  eminent  wi'iters  to  have  been 
the  effect  of  the  prohibition  of  usury. 

The  Jews,  who  weie  previously  famous  in  foreign  coun 
tries  for  their  "egregious  cunning  in  ti'ade  and  in  the 
practice  of  brokerage,"  arrived  in  England  about  the  time 
of  the  Conquest,  and  soon  became  remarkable  for  wealth 
and  usury.  "  The  prejudices  of  the  age,"  says  Hume,  "  had 
made  the  lending  bf  money  on  interest  pass  by  the  invidious 
name  of  usury;  yet  the  necessity  of  the  practice  had  still 
continued  it,  and  the  greater  part  of  that  kind  of  dealing 
fell  everywhere  into  the  hands  of  the  Jews,  who,  being 
already  infamous  on  account  of  their  religion,  had  no  honour 
to  lose,  and  were  apt  to  exercise  a  profession  odious  in  itself 
by  every  kind  of  rigour,  and  even  sometimes  by  rapine  and 
extortion.  The  industry  and  frugality  of  this  people  had 
put  them  in  possession  of  all  the  ready  money,  which  the 
idleness  and  profusion  common  to  the  English  with  the 
European  nations  enabled  them  to  lend  at  exorbitant  and 
unequal  interest."  ^  Henry  III.  prohibited  the  Jews  taking 
more  than  twojience  a  week  for  every  20s.  they  lent  to  the 
scholars  at  Oxford. ^  This  is  after  the  rate  of  d843  6s.  8d. 
per  cent,  per  annum.  Peter  of  Blois,  Archdeacon  of  Bath, 
writes  thus  to  his  friend  the  Bishop  of  Ely  :  "  I  am  dragged 

'  Hume's  History  of  England,  chap.  10. 

'  Henry's  Historv  of  England,  vol.  vi.  page  280. 
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to  Canterbmy  to  be  crucified  by  the  perfidious  Jews 
amongst  their  other  debtors,  whom  they  ruin  and  torment 
with  usury.  The  same  sufferings  await  me  also  at  London. 
if  you  do  not  mercifully  interpose  for  my  deliverance.  I 
beseech  you,  therefore,  0  most  Eev.  Father  and  most  loving 
friend,  to  become  bound  to  Samson  the  Jew  for  £6  which 
T  owe  him,  and  thereby  deliver  me  from  that  cross."^  The 
wealth  and  the  rapacity  of  the  Jews  occasioned  the  most  cruel 
proceedings  against  them  on  the  part  of  both  the  populace 
and  the  Government.  These  persecutions  terminated  by 
their  expulsion  from  England  in  the  year  1290.  They 
were  not  readmitted  until  the  time  of  Oliver  Cromwell.  On 
this  occasion  the  Protector  summoned  an  assembly  to  de- 
bate two  questions:  1st,  whether  it  were  lawful  to  tolerate 
the  Jews ;  and  2nd,  if  it  were,  on  what  conditions  ?  The 
assembly  consisted  of  two  judges,  seven  citizens  of  London, 
among  whom  were  the  lord  mayor  and  the  sheriffs,  and  four- 
teen divines.  The  judges  considered  toleration  merely  as  a 
point  of  law,  and  declared  they  knew  of  no  law  against  it, 
and  that  if  it  were  thought  useful  to  the  State,  they  would 
advise  it.  The  citizens  viewed  it  in  a  commercial  light, 
and  they  were  divided  in  their  opinions  about  its  utility. 
Both  these,  however,  despatched  the  matter  briefly;  but 
the  divines  violently  opposed  it  by  text  after  text  for  four 
whole  days.  Cromwell  was  at  length  so  weary  that  he  told 
them  he  had  hoped  they  would  have  thrown  some  light  on 
the  subject  to  direct  his  conscience,  but,  on  the  contrary, 
they  had  rendered  it  more  obscure  and  doubtful  than 
before ;  that  he  desired,  therefore,  no  more  of  their  reason- 
ings, but  lest  he  should  do  anything  rashly,  he  begged  a 
share  in  their  prayers. 

Previous  to  the  expulsion  of  the  Jews,  the  Lombards 
had  settled  in  England,  and  they  soon  became  as  great 
'  Henry's  History  of  England,  vol.  vi.  page  280. 
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usurers  as  the  Jews  themselves.  Bj  Lombards  were  gene- 
raWj  understood  Italian  merchants  from  the  four  republics 
of  Genoa,  Lucca,  Florence,  and  Venice.  The  foreign  com- 
merce of  those  times  was  usually  carried  on  by  companies  of 
merchants  who,  on  payment  of  certain  duties,  were  invested 
by  the  Grovemment  with  a  monopoly  of  the  trade  to  those 
countries  of  which  they  were  natives,  and  they  also  pos- 
sessed peculiar  privileges.  "  As  the  Lombard-s  engrossed 
the  trade  of  every  kingdom  in  which  they  settled,  they 
soon  became  masters  of  its  cash,  Money,  of  course,  was  in 
their  hands  not  only  a  sign  of  the  value  of  their  commo- 
dities, but  became  an  object  of  commerce  itself.  They 
dealt  lai'gely  as  bankers.  In  an  ordinance,  a.d.  1295, 
we  find  them  styled  mercatores  and  campsores.  They 
carried  on  this,  as  well  as  other  branches  of  their  com- 
merce, with  somewhat  of  that  rapacious  spirit  which  is 
natural  to  monopolizers  who  are  not  restrained  by  the 
competition  of  rivals:  an  opinion  which  prevailed  m  the 
Middle  Ages  was,  however,  in  some  measure  the  cause  of 
their  exorbitant  demands,  and  may  be  pleaded  in  apology 
for  them.  Commerce  cannot  be  carried  on  with  advan- 
tage, unless  the  persons  who  lend  a  sum  are  allowed  a  cer- 
tain premium  for  the  use  of  their  money,  as  a  compensa- 
tion for  the  risk  which  they  run  in  permitting  another  to 
traffic  with  their  stock.  This  premium  is  fixed  by  law  in 
all  commercial  countries,  and  is  called  the  legal  interest  of 
money.  But  the  Fathers  of  the  Church  absurdly  applied 
the  prohibitions  of  usury  in  Scripture  to  the  payment  of 
legal  interest,  and  condemned  it  as  a  sin.  The  schoolmen, 
misled  by  Aristotle,  whose  sentiments  they  followed,  im- 
plicitly and  without  examination  adopted  the  same  error 
and  enforced  it.  Thus  the  Lombards  found  themselves 
engaged  in  a  traffic  which  was  deemed  criminal  and  odious. 
They  were  liable  to  punishment  if  detected.     They  were 
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not  satisfied,  therefore,  with,  that  moderate  premium  which 
they  might  have  claimed,  if  their  trade  had  been  open  and 
autliorized  by  law.  They  exacted  a  sum  proportional  to 
the  danger  and  infamy  of  a  discovery.  Accordingly  we 
find  it  was  usual  for  them  to  demand  twenty  per  cent,  for 
the  use  of  money  in  the  thirteenth  century.  About  the 
beginning  of  thart;  century  the  Countess  of  Flanders  was 
obliged  to  borrow  money  in  order  to  pay  her  hua])and's 
ransom.  She  procured  the  sum  requisite,  either  from 
Italian  merchants  or  from  Jews.  The  lowest  interest 
which  she  paid  to  them  was  above  twenty  per  cent.,  and 
some  of  them  exacted  near  thirty.  In  the  fourteenth 
century,  a.d.  1311,  Philip  IV.  fixed  the  interest  which 
might  be  legally  exacted  in  the  fairs  of  Champagne  at 
twenty  per  cent.  The  interest  of  money  in  Arragon  was 
somewhat  lower.  James  I.,  a.d.  1242,  fixed  it  by  law  at 
eighteen  per  cent.  As  late  as  the  year  1490,  it  appears  that 
the  interest  of  money  in  Piacenza  was  at  the  rate  of 
forty  per  cent.  This  is  the  more  extraordinary,  because 
at  that  time  the  commerce  of  the  Italian  States  was  become 
considerable.  It  appears  from  Lud.  Gruicciardiui  that 
Charles  V.  had  fixed  the  rate  of  interest  in  his  dominions 
in  the  Low  Countries  at  twelve  per  cent.,  and  at  the  time 
when  he  wrote,  about  the  year  1560,  it  was  not  uncommon 
to  exact  more  than  that  sum.  He  complains  of  this  as 
exorbitant,  and  points  out  its  bad  effects  both  on  agricul- 
ture and  commerce.  This  high  interest  on  money  is  alone 
a  proof  that  the  profits  on  commerce  were  exorbitant. 
The  Lombards  were  also  established  in  England  in  the 
thirteenth  century,  and  a  considerable  street  in  the  city  of 
London  still  bears  their  name.  They  enjoyed  great  privi- 
leges, and  carried  on  an  extensive  commerce,  particularly 
as  l)ankers."' 

'  Roberison's  History  of  Charles  V.,  vol.  i.  page  257. 
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The  English  monarchs  frequently  borrowed  money  of 
the  Lombards,  as  well  as  of  other  public  bodies  and  of 
private  individuals.  The  companies  of  foreign  merchants 
made  advances  of  money,  which  were  repaid  by  the  duties 
on  their  merchandise.  The  oldest  and  wealthiest  of  these 
companies,  the  Steel- Yard  Company,  was  a  kind  of  bank 
to  our  kings,  whenever  they  wanted  money  on  any  sudden 
emergency,  but  the  company  was  sure  to  be  well  paid  in 
the  end  for  such  assistance.^ 

In  the  year  1546  the  taking  of  interest  for  money  was 
made  legal  in  England,  and  the  rate  was  fixed  at  ten  per 
cent.  This  Act  was  repealed  in  the  year  1552,  but  it  was 
re-enacted  in  1571.  The  legal  rate  of  interest  was  reduced 
to  eight  per  cent,  in  1624,  and  to  six  per  cent,  in  1651.  In 
the  year  1714  it  was  reduced  to  five  per  cent.  After  the 
taking  of  interest  was  sanctioned  by  law,  the  term  usurt, 
which  was  previously  applied  to  interest  in  general,  became 
limited,  to  denote  a  rate  of  interest  higher  than  that  which 
the  law  allowed. 


MONEY    BORKOWING. 

That  part  of  the  business  of  banking  which  consists  in 
the  borrowing  of  money,  with  a  view  of  lending  it  again 
at  a  higher  rate  of  interest,  does  not  appear  to  have 
been  carried  on  by  bankers  until  the  year  1645,  when  a 
new  era  occurred  in  the  history  of  banking.  The  gold- 
smiths, who  were  previously  only  money-changers,  now 
became  also  money-lenders.  They  became  also  money- 
borrowers,  and  allowed  interest  on  the  sums  they  borrowed. 
They  were  agents  for  receiving  rents.  They  lent  money 
to  the  king  on  the  security  of  the  taxes.     The  receipts 

'   Anderson's  History  of  Commerce,  vol.  ii.  page  192. 
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they  issued  for  tlie  money  lodged  at  their  houses  circulated 
from  hand  to  hand,  and  were  known  by  the  name  of 
"  goldsmiths'  notes."  These  may  be  considered  as  the 
first  kind  of  bank  notes  issued  in  Enpland.  The  following 
account  of  these  oanking  goldsmiths  is  taken  chiefly  from 
Anderson's  "History  of  Commerce."' 

When  our  mei'chants  became  enriched  by  commerce, 
they  wished  for  a  place  of  security  in  which  they  might 
deposit  their  wealth.  Hence  they  usually  sent  their  money 
to  the  mint  in  the  Tower  of  London,  which  became  a  sort 
of  bank.  The  merchants  left  their  money  here  when  they 
had  no  occasion  for  it,  and  drew  it  out  as  they  wanted 
it.  But  in  1640,  King  Charles  I.  took  possession  of 
d6200,000  of  the  merchants'  money  that  had  been  lodged 
in  the  mint,^  and  from  that  period  the  merchants  kept 
their  money  in  their  own  houses,  "under  the  care  of  their 
servants  and  apprentices.  On  the  breaking  out  of  the  civil 
war  between  Charles  I.  and  the  Parliament,  it  became 
very  customary  for  the  apprentices  to  rob  their  masters, 
and  then  run  away  and  join  the  army.  As  the  merchants 
could  now  place  no  confidence  either  in  the  public  autho- 
rities or  in  their  own  servants,  they  were  under  the  neces- 
sity of  employing  bankers. 

These  bankers  were  the  goldsmiths.  Previous  to  this 
period,  the  business  of  the  goldsmiths  was  similar  to  what 
it  is  in  our  own  time.  They  bought  and  sold  plate  and 
foreign  coins ;  they  procured  gold  to  be  coined  at  the  mint, 
and  supplied  refiners,  plate-makers,  and  others  witl.  the 
Drecious  metals.  To  deal  in  gold  and  silver  oullion  to 
any  large  extent,  implies  the  possession  of  considerable 
wealth ;  and  as  all  the  money  in  the  country  then  con- 
sisted of  gold  and  silver  coin,  it  was  naturae  enough  that 

'  Vol.  ii.  page  402. 

*  This  money  was  in  no  long  time  repaid. 
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the  goldsmitlis  sliould  become  the  bankers  of  those  who 
had  money  for  which  they  had  no  immediate  use. 

An  account  of  the  bankei's  of  those  days  is  x'elated  in  a 
curious  pamphlet,  published  in  the  year  1676,  and  entitled, 
"  The  mystery  of  the  new-fashioned  Groldsmiths  or  Bankers 
discovered."     The  author  obsei-ves  that: — 

"  This  new  banking  business  soon  grew  very  consider- 
able. It  happened,"  says  he,  "in  those  times  of  civil 
commotion,  that  the  Parliament,  out  of  plates  and  old 
coins  brought  into  the  mint,  coined  seven  millions  into 
half-croAvns ;  and  there  being  no  mills  then  in  use  at  the 
mint,  this  new  money  was  of  a  very  unequal  weight,  some- 
times twopence  and  threepence  difference  in  an  ounce,  and 
most  of  it  was,  it  seems,  heavier  than  it  ought  to  have 
been  in  projjortion  to  the  value  in  foreign  parts.  Of  this 
the  goldsmiths  made  naturally  the  advantage  usual  in  such 
cases,  by  picking  out  or  culling  the  heaviest,  and  melting 
them  down  and  exporting  them. 

"  Moreover,  such  merchants'  servants  as  still  kept  their 
masters'  running  cash,  had  fallen  into  a  way  of  clandes- 
tinely lending  the  same  to  the  goldsmiths  at  fourpence 
per  cent,  per  diem,  who,  by  these  and  such-like  means, 
were  enabled  to  lend  out  great  quantities  of  cash  to  neces- 
sitous merchants  and  others,  weekly  or  monthly,  at  high 
interest,  and  also  began  to  discount  the  merchants'  bills  at 
the  like  or  higher  interest. 

"  Much  about  the  same  time,  the  goldsmiths  (or  new- 
fashioned  bankers)  began  to  receive  the  rents  of  gentle- 
men's estates  remitted  to  town,  and  to  allow  them  and 
others  who  put  cash  in  their  hands  some  interest  for  it,  if 
it  remained  but  a  single  month  in  their  hands,  or  even  a 
lesser  time.  This  was  a  great  allurement  for  people  to  put 
money  into  their  hands,  whick  would  bear  interest  till  the 
day  they  wanted  it;  and  they  could  also  draw  it  out  by  one 
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hundred  pounds  or  fifty  pounds,  &c.,  at  a  time,  as  they 
wanted  it,  with  infinitely  less  trouble  than  if  they  had  lent 
it  out  on  either  real  or  personal  security. 

"  The  consequence  was,  that  it  quickly  brought  a  great 
quantity  of  cash  into  their  hands,  so  that  the  chief  or 
greatest  of  them  were  now  enabled  to  supply  Cromwell 
with  money  in  advance,  on  the  revenues,  as  his  occasion 
required,  upon  great  advantages  to  themselves. 

"  After  the  Restoration,  King  Charles  II.  being  in  want 
of  money,  the  bankers  took  ten  per  cent,  of  him  barefacedly 
and  by  private  contracts;  on  many  bills,  orders,  tallies, 
and  debts  of  that  king,  they  got  twenty,  sometimes  thirty 
per  cent.,  to  the  great  dishonour  of  the  government. 

"  This  great  gain  induced  the  goldsmiths  more  and  more 
to  become  lenders  to  the  king,  to  anticipate  all  the  revenue, 
to  take  every  grant  of  Parliament  into  pawn  as  soon  as  it 
was  given ;  also  to  outvie  each  other  in  buying  and  taking 
to  pawn  bills,  orders,  and  tallies,  so  that  in  effect  all  the 
revenue  passed  through  their  hands." 

The  "  new-fashioned  bankers  "  were  also  attacked  by  Sir 
Josiah  Child,  in  his  "  New  Discourse  of  Trade,"  in  the  fol- 
lowing terms : — 

"  And  principally  this  seeming  scarcity  of  money  pro- 
ceeds from  the  trade  of  hankering,  which  obstructs  circu- 
lation, advanceth  usury,  and  renders  it  so  easy,  that  most 
men,  as  soon  as  they  can  make  up  a  sum  of  from  ^250  to 
.£100,  send  it  in  to  the  goldsmith,  which  doth  and  will 
occasion,  while  it  lasts,  that  fatal  pressing  necessity  for 
money  visible  throughout  the  whole  kingdom,  both  to 
prince  and  people. 

"  A  seventh  accidental  reason  why  land  doth  not  sell  at 
present  at  the  rate  it  naturally  should  in  proportion  to  the 
legal  interest,  is  that  innovated  practice  of  hankers  in 
London,  which  hath  more  effects  attending  it  than  most  I 

t 
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have  conversed  with  have  yet  observed ;  but  I  shall  here 
take  notice  of  that  only  which  is  to  my  present  purpose, 
viz.  : — 

"The  gentlemen  that  are  bankers,  having  a  large  inte- 
rest from  his  Majesty  for  what  they  advance  upon  his 
Majesty's  revenue,  can  afford  to  give  the  full  legal  interest 
to  all  persons  that  put  money  into  their  hands,  though  for 
never  so  short  or  long  a  time,  which  makes  the  trade  of 
usury  so  easy  and  hitherto  safe,  that  few,  after  having 
found  the  sweetness  of  this  lazy  way  of  improvement 
(being  by  continuance  and  success  grown  to  fancy  them- 
selves secure  in  it),  can  be  led  (there  being  neither  ease  nor 
profit  to  invite  them)  to  lay  out  their  money  in  land, 
though  at  fifteen  years'  purchase;  Avhereas  before  this  way 
of  private  banking  came  up,  men  that  had  money  were 
forced  often  times  to  let  it  lie  dead  by  them  until  they 
could  meet  with  securities  to  their  minds,  and  if  the  like 
necessity  were  now  of  money  lying  dead,  the  loss  of  use  for 
the  dead  time  being  deducted  from  the  profit  of  six  per 
cent,  {communibus  annis)  would  in  effect  take  off  d£l  per 
cent,  per  annum  of  the  profit  of  usury,  and  consequently 
incline  men  more  to  purchase  lands,  because  the  difference 
between  usury  and  purchasing  would  not,  in  point  of  profit, 
be  so  great  as  now  it  is,  this  new  invention  of  cashiering 
having,  in  my  opinion,  clearly  bettered  the  usurer's  trade 
one  or  two  per  cent,  per  annum.  And  that  this  way  of 
leaving  money  with  goldsmiths  hath  had  the  aforesaid 
effect,  seems  evident  to  me  from  the  scarcity  it  makes  of 
money  in  the  country;  for  the  trade  of  bankers  being  only 
in  London,  doth  very  much  drain  the  ready  money  from  all 
other  parts  of  the  kingdom."  ^ 

In  the  year  1667  occurred  the  first  run  of  which  we  have 
any  account  in  the  history  of  banking.  The  business  of  the 

'   See  pag^e  .56. 
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new-fashioned  bankers  had  increased  so  fast,  and  they  had 
become  so  numerous,  that  their  trade  was  supposed  to  be 
at  its  height  in  this  year ;  when,  during  the  time  that  a 
treaty  of  peace  was  under  consideration,  the  Dutch  fleet 
sailed  up  the  Thames,  blew  up  the  fort  of  Sheemess,  set 
fire  to  Chatham,  and  burned  four  ships  of  the  line.  This 
disaster  occasioned  great  alarm  in  London,  particularly 
among  those  who  had  money  in  their  bankers'  hands,  as  it 
was  imagined  that  the  king  would  not  be  able  to  repay  the 
bankers  the  money  they  had  lent  him.  To  quiet  the  fears 
of  the  people,  the  king  issiied  a  proclamation,  declaring 
that  the  j^ayments  to  the  bankers  should  be  made  at  the 
Exchequer  the  same  as  usual. 

In  1672,  five  years  afterwards,  a  much  greater  calamity 
befell  the  bankers :  for  King  Charles  II.  shut  up  the  Ex- 
chequer, and  would  not  pay  the  bankers  either  the  prin- 
cipal or  the  interest  of  the  money  which  he  had  boiTowed. 
The  amount  then  due  by  the  king  was  =£1, 328, 526,  which 
he  had  borrowed  of  the  bankers  at  eight  per  cent.,  and 
which  he  never  repaid. 

The  mode  in  which  the  bankers  transacted  their  loans 
with  the  king  was  this :  as  soon  as  the  parliament  had 
voted  to  the  king  certain  sums  of  money  out  of  particular 
taxes,  the  bankers  advanced  at  once  the  money  voted  by 
the  parliament,  and  were  repaid  in  weekly  payments  at  the 
Exchequer  as  the  taxes  were  received.  The  mode  of 
making  the  repayments  and  the  rate  of  interest  were  agreed 
upon  at  the  time  of  making  the  loan. 

The  shutting  up  of  the  Exchequer  occasioned  great  dis- 
tress among  all  classes  of  the  people.  Persons  not  in  trade 
had  then  no  way  of  employing  their  money  with  advantage 
but  by  placing  it  out  at  interest  in  the  hands  of  a  banker. 
Hence,  not  merchants  only,  but  widows,  orphans,  and 
others,  became  suddenly  deprived  of  the  whole  of  their 
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property.  They  came  in  crowds  to  the  bankers,  but  could 
obtain  neither  the  principal  nor  the  interest  of  the  money 
they  had  deposited.  The  clamour  became  so  great,  that 
the  king  granted  a  patent  to  pay  six  per  cent,  interest  out 
of  his  hereditary  excise  ;  but  he  never  paid  the  principal. 
But,  about  forty  years  afterwards,  the  parliament  made 
arrangements  by  which  the  debt  was  assumed  to  be  dis- 
charged.' 

The  business  of  banking  remained  entirely  in  the  hands 
of  the  new-fashioned  bankers  until  the  establishment  of  the 
Bank  of  England,  in  the  year  1694. 

TRANSMISSION  OP  MONET. 

The  transmission  of  money  was  in  ancient  times  effected 
by  sending  a  messenger  with  the  coin.  During  the  Middle 
Ages,  it  was  accomplished  by  means  of  bills  of  exchange, 
which  were  purchased  by  merchants.  Ultimately,  a  class 
of  persons  carried  on  this  kind  of  traffic,  and  purchased  or 
sold  bills  to  suit  the  convenience  of  parties  who  wished  to 
deal  with  them.  The  pecuniary  transactions  of  indei^en- 
dent  nations  are  still  adjusted  in  the  same  way.  But  the 
transmission  of  money  from  one  part  of  the  country  to 
another  part,  is  more  frequently  effected  upon  the  principle 
of  transfers,  without  the  passing  of  any  bill.  I  have  ex- 
plained this  mode  of  operation  in  my  "  Practical  Treatise 
on  Banking." 

'  That  is,  it  still  forms  part  of  the  National  Debt.     The  creditori 
uever  received  a  farthing. 
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SECTION  III. 

THE    HISTORY    OF    THE    BANK    OF    ENGLAND. 

nnHE  Bank  of  England  was  first  projected  by  Dr.  Hugh 
-*-  Chamberlain,  but  the  plan  actually  adopted  was  pro- 
posed by  Mr.  William  Paterson.  The  object  was  to  raise 
money  for  the  use  of  the  Government.  After  the  scheme 
bad  received  the  sanction  of  the  ministry,  it  was  brougbt 
before  the  parliament.  Here  it  underwent  a  long  and 
violent  discussion.  One  party  expatiated  upon  the  national 
advantages  that  would  accrue  from  such  a  measure ;  they 
said  it  would  rescue  the  nation  out  of  the  hands  of  extor- 
tioners and  usurers,  lower  interest,  raise  the  value  of  land, 
revive  and  establish  public  credit,  extend  the  circulation, 
consequently  improve  commerce,  facilitate  the  annual 
supplies,  and  connect  the  people  more  closely  with  the 
government.  The  opposition  party  affirmed  that  it  would 
become  a  monopoly,  and  engross  the  whole  money  of  the 
kingdom  ;  that  as  it  must  infallibly  be  subservient  to 
government  views,  it  might  be  employed  for  the  worst 
purposes  of  arbitrary  power ;  that  instead  of  assisting,  it 
would  weaken  commerce,  by  tempting  people  to  withdraw 
their  money  from  trade  and  employ  it  in  stock- jobbing ; 
that  it  would  produce  a  swarm  of  brokers  and  jobbers  to 
prey  upon  their  fellow  creatures,  encourage  fraud  and 
gambling,  and  thus  corrupt  the  morals  of  the  nation.' 
Notwithstanding   these  objections,  the  Act  passed  both 

'  See  Smollett's  History  of  England,  chap.  iv. 
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houses  of  paiiiameut,  and  received  the  royal  assent.  The 
following  observations  upon  the  establishment  of  the  Bank 
of  England  are  taken  from  Bishop  Burnet's  "  History  of 
his  own  Times  : " — 

"  Some  thought  a  bank  would  grow  to  be  a  monopoly,  all 
the  money  m  England  would  come  into  their  hands,  and 
tliey  would,  in  a  few  years,  become  masters  of  the  wealth 
and  stock  of  the  nation;  but  those  that  were  for  it  argued 
that  the  credit  it  would  have  must  increase  trade,  and  the 
circulation  of  money,  at  least  in  bank  notes.  It  was  visible 
that  all  the  enemies  of  the  government  set  themselves 
against  it  with  such  a  vehemence  of  zeal  that  this  alone 
convinced  all  people  that  they  saw  the  strength  that  our 
affairs  would  receive  from  it.  I  had  heard  the  Dutch  often 
reckon  up  the  great  advantages  they  had  from  their  banks ; 
and  they  concluded  that  as  long  as  England  continued 
jealous  of  the  government,  a  bank  could  never  be  settled 
among  us,  nor  gain  credit  enough  to  support  itself ;  and 
upon  that,  they  judged  that  the  superiority  in  trade  must 
still  lie  on  their  side. 

"  The  advantages  the  king  and  all  concerned  in  tallies 
had  from  the  bank  was  soon  so  sensibly  felt  that  all  people 
saw  into  the  secret  reasons  that  made  the  enemies  of  the 
constitution  set  themselves  with  so  much  earnestness 
against  it." 

The  Act  of  Parliament  by  which  the  bank  was  esta- 
blished, is  entitled,  "  An  Act  for  granting  to  their  Majes- 
ties several  duties  upon  tonnage  of  ships  and  vessels,  and 
upon  beer,  ale,  and  other  liquors,  for  securing  certain  re- 
compenses and  advantages  in  the  said  Act  mentioned,  tc 
such  persons  as  shall  voluntarily  advance  the  sum  of  fifteen 
hundred  thousand  pounds  towards  carrying  on  the  war 
with  France."  After  a  variety  of  enactments  relative  to 
the  "  duties  upon  tonnage  of  ships  and  vessels,  and  upon 
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beer,  ale,  and  other  liquors,"  the  Act  authorizes  the  raising 
of  d£l, 200,000  hy  voluntary  subscription,  the  subscribers  to 
be  formed  into  a  corporation,  and  be  styled  "  The  Grovemor 
and  Company  of  the  Bank  of  England."  The  sum  of 
.£300,000  was  also  to  be  raised  by  subscription,  and  the 
contributors  to  receive  instead  annuities  for  one,  two,  or 
three  lives.  Towards  the  .£1,200,000  no  one  person  was  to 
subscribe  more  than  .£10,000  before  the  first  day  of  July 
next  ensuing,  nor  at  any  time  more  than  d620,000.  The 
corporation  were  to  lend  their  whole  capital  to  government, 
for  which  they  were  to  receive  interest  at  the  rate  of  eight 
per  cent,  per  annum,  and  .£4,000  per  annum  for  manage- 
ment ;  being  c£100,000  per  annum  in  the  whole.  The  cor- 
poration were  not  allowed  to  borrow  or  owe  more  than  the 
amount  of  their  capital,  and  if  they  did  so  the  individual 
members  became  liable  to  the  creditors  ia  proportion  to 
the  amount  of  their  stock.  The  corporation  were  not  to 
trade  in  any  "  goods,  wares,  or  merchandise  whatsoever ;  " 
but  they  were  allowed  to  deal  in  bills  of  exchange,  gold  or 
silver  bullion,  and  to  sell  any  goods,  wares,  or  merchandise 
upon  which  they  had  advanced  money,  and  which  had  not 
been  redeemed  within  three  months  after  the  time  agreed 
upon. 

The  whole  subscription  having  been  filled  in  ten  days,  a 
charter  was  issued  on  the  27th  day  of  July,  1694. 

The  charter  declares — 

"  That  the  management  and  government  of  the  corpo- 
ration be  committed  to  the  governor,  deputy-governor, 
and  twenty-four  directors,  who  shall  be  elected  between 
the  25th  day  of  March  and  the  25th  day  of  April  each 
year,  from  among  the  members  of  the  company  duly  qua- 
lified. 

"  That  no  dividend  shall  at  any  time  be  made  by  the  said 
governor  and  company,  save  only  out  of  tli'  iiiter'st.  ijrofit. 
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or  produce  arising  out  of  the  said  capital,  stock,  or  fund, 
or  by  such  dealing  as  is  allowed  by  Act  of  Parliament. 

"  They  must  be  natural  born  subjects  of  England,  or 
naturalized  subjects  ;  they  shall  have  in  their  own  name 
and  for  their  own  use,  severally,  viz.,  the  governor  at  least 
d84,000,  the  deputy-governor  ^3,000,  and  each  director 
d£2,000,  of  the  capital  stock  of  the  said  corporation. 

"  That  thirteen  or  more  of  the  said  governors  or  directors 
(of  which  the  governor  or  deputy- governor  shall  be  always 
one),  shall  constitute  a  court  of  directors  for  the  manage- 
ment of  the  affairs  of  the  company,  and  for  the  appointment 
of  all  agents  and  servants  which  may  be  necessary,  paying 
them  such  salaries  as  they  may  consider  reasonable. 

"  Every  elector  must  have,  in  his  own  name  and  for  his 
own  use,  =£500  or  more,  capital  stock,  and  can  only  give 
one  vote ;  he  must,  if  required  by  any  member  present, 
take  the  oath  of  stock,  or  the  declaration  of  stock  if  it  be 
one  of  those  people  called  Quakers. 

"  Four  general  courts  to  be  held  in  every  year,  in  the 
months  of  September,  December,  April,  and  July.  A 
general  coui-t  may  be  summoned  at  any  time,  upon  the 
requisition  of  nine  proprietors  duly  qualified  as  electors. 

"  The  majority  of  electors  in  general  courts  have  the 
power  to  make  and  constitute  by-laws  and  ordinances  for 
the  government  of  the  corporation,  provided  that  such  by- 
laws and  ordinances  be  not  repugnant  to  the  laws  of  the 
kingdom,  and  be  conformed  and  approved,  according  to 
the  statutes  in  such  case  made  and  provided." 

The  above  charter,  which  was  originally  granted  for  ten 
years  only,  was  subject  to  various  renewals.  A  chrono- 
logical account  of  these,  together  with  an  account  of  the 
various  additions  to  the  capital,  and  of  other  incidents  in 
the  history  of  the  Bank,  will  be  found  in  the  following 
pages. 

D 
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1697.  Bank  notes  were  from  fifteen  to  twenty  per  cent, 
discount.  During  the  re-coinage  in  1696,  the  bant  had 
issued  its  notes  in  exchange  for  the  clipped  and  deficient 
coin  previously  in  circulation,  and  it  was  not  able  to  pro- 
cure from  the  mint  a  suflicient  quantity  of  the  new  coins 
to  discharge  the  notes  presented  to  it  for  payment.  This 
compelled  the  bank  to  make  two  calls  of  twenty  per  cent, 
each  upon  its  stockholders.  It  paid  some  of  its  notes 
by  bills,  bearing  interest  at  six  per  cent.  The  bank  also 
advertised,  that  while  the  silver  was  re-coining,  "  such 
as  think  it  fit,  for  their  convenience,  to  keep  an  accoiint 
in  a  book  with  the  bank,  may  transfer  any  sum  tinder 
five  pounds  from  his  own  to  another  man's  account." 

Excheqvier  tallies  and  orders  for  payment  having,  in 
1696,  been  at  a  discount  of  forty,  fifty,  and  sixty  per  cent., 
and  bank  notes  at  a  discount  of  twenty  per  cent.,  the  bank 
was  empowered  to  receive  subscriptions  for  the  enlargement 
of  its  stock ;  four-fifths  in  tallies  and  orders,  and  the 
remaining  one-fifth  in  bank  notes.  The  sum  subscribed 
was  d£l,001,171  10s.,  whicL,  with  the  original  capital  of 
^1,200,000,  raised  the  capital  to  the  sum  of  .£2,201,171 10s. 

The  bank  charter  was  extended  or  renewed  until  the 
expiration  of  twelve  months'  notice,  to  be  given  after  the 
first  day  of  August,  1710,  and  until  payment  by  the  public 
to  the  bank  of  the  demands  therein  specified ;  being  an 
extension  or  renewal  for  five  years  (8  and  9  William  III. 
c.  20).  It  was  also  enacted,  "  that  the  common  capital 
and  principal  stock,  and  also  the  real  fund  of  the  governor 
and  company,  or  any  profit  or  produce  to  be  made  thereof, 
should  be  exempted  from  any  rates,  taxes,  assessments,  or 
impositions  whatever,  during  the  continuance  of  the  bank; " 
and  that  the  forgery  of  the  company's  seal,  or  of  any  of 
its  notes  or  bills,  should  be  felony  without  benefit  of 
clergy. 
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1707.  The  subscription  of  ,£1,001,171  10s.,  raised  iu  the 
year  1697,  was  restored.  This  reduced  the  bank  capital  to 
the  original  sum  of  ^£1,200,000. 

1708.  The  bank  charter  was  extended  or  renewed  until 
the  expiration  of  twelve  months'  notice,  to  be  given  after 
the  first  day  of  August,  1732,  and  until  payment  by  the 
public  to  the  bank  of  the  demands  therein  specified  ;  being 
an  extension  or  renewal  of  the  said  charter  for  twenty 
years  (7  Anne,  c.  7).  By  this  Act  it  is  provided,  "That 
during  the  continuance  of  the  said  corporation  of  the  Go- 
vex'nor  and  Company  of  the  Bank  of  England,  it  shall  not 
be  lawful  for  any  body  politic  or  corporate  whatsoever, 
created  or  to  be  created  (other  than  the  said  Governor  and 
Company  of  the  Bank  of  England),  or  for  any  other  per- 
sons whatsoever,  united  or  to  be  united  in  covenants  oi 
partnership,  exceeding  the  number  of  six  persons,  in  that 
part  of  Great  Britain  called  England,  to  borrow,  owe,  oi 
take  up  any  sum  or  sums  of  money  on  their  bills  or  notes, 
payable  at  demand,  or  at  a  less  time  than  six  months  from 
the  borrowing  thereof." 

1709.  In  this  year  there  was  a  new  subscription  of 
^1,001,171  10s.,  another  of  ^2,201,171  10s.,  and  a  call 
upon  the  proprietors  of  fifteen  per  cent.,  ^656,204  Is.  9d. ; 
altogether  making  the  total  capital  of  the  bank,  .£5,058,547 
Is.  9cZ.  This  increase  of  capital  became  necessary,  from 
the  bank  having  in  the  preceding  year  lent  the  government 
=£400,000  without  interest,  and  agreed  to  cancel  one  million 
and  a  half  exchequer  bills  in  its  possession,  amounting, 
with  interest,  to  £1,775,027  17s.  lO^cZ. 

1710.  A  further  call  of  ^501,448  12s.  Ud.,  which  in- 
creased the  bank  capital  to  d85, 559,995  14s.  8d. 

1713.  The  bank  charter  was  extended  or  renewed  until 
the  expiration  of  twelve  months'  notice,  to  be  given  after 
tlie  first  day  of  August,  1742,  and  until  payment  by  the 
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public  to  the  bank  of  the  demands  therein  specified ;  being 
an  extension  or  renewal  of  the  said  charter  for  ten  years 
(12  Anne,  Stat.  I.  c.  ii.).  In  consideration  of  receiving 
this  privilege,  the  bank  undertook  to  circulate  =£1,200,000 
in  exchequer  bills.  In  this  year  the  legal  rate  of  interest 
was  reduced  from  six  to  five  j)er  cent. 

1717.  The  bank  cancelled  ^2,000,000  exchequer  bills, 
and  received  interest  from  the  government  at  five  per  cent, 
on  the  amount. 

1718.  Subscriptions  for  government  leans  were  first  re- 
ceived at  the  bank.  From  this  period  the  government 
have  found  it  more  convenient  to  employ  the  bank  as  their 
agents  in  all  operations  of  this  nature,  than  to  transact 
them  at  the  treasury  or  the  exchequer.  The  bank,  be- 
coming by  degrees  more  closely  connected  with  the  go- 
vernment, began  to  make  advances  of  money  in  anticipation 
of  the  land  and  malt  taxes,  and  upon  exchequer  bills  and 
other  securities. 

1720.  The  South  Sea  Bubble  commenced  April  7. 

"  The  directors  opened  their  books  for  a  subscription  of 
one  million,  at  the  rate  of  =£300  for  every  =£100  cajjital. 
Persons  of  all  ranks  crowded  to  the  house  in  such  a  man- 
ner, that  the  first  subscriptions  exceeded  two  millions  of 
original  stock.  In  a  few  days  this  stock  advanced  to 
d£340,  and  the  subscriptions  were  sold  for  double  the  price 
of  the  first  payment.  The  infatuation  prevailed  till  the 
8th  day  of  September,  when  the  stock  began  to  fall.  Then 
did  some  of  the  adventurers  awake  from  their  delirium. 
The  number  of  the  sellers  daily  increased.  On  the  29th 
day  of  tlie  month,  the  stock  had  sunk  to  one  hundred  and 
fifty.  Several  eminent  goldsmiths  and  bankers,  who  had 
lent  great  sums  upon  it,  were  obliged  to  stop  payment  and 
abscond.  The  ebb  of  this  portentous  tide  was  so  violent, 
'^hat  it  bore  down  everything  in  its  way,  and  an  infinite 
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number  of  families  were  overwhelmed  with  ruin ;  public 
credit  sustained  a  terrible  shock  ;  the  nation  was  thrown 
into  a  dangerous  ferment ;  and  nothing  was  heard  but  the 
ravings  of  grief  and  despair.  Some  principal  members  of 
the  ministry  were  deeply  concerned  in  these  fraudulent 
transactions.  When  they  saw  the  price  of  stock  sinking 
daily,  they  employed  all  their  influence  with  the  bank  to 
support  the  credit  of  the  South  Sea  Company.  That  cor- 
poration agreed,  though  with  reluctance,  to  subscribe  into 
the  stock  of  the  South  Sea  Company,  valued  at  =£400  per 
cent.,  d£3, 500,000,  which  the  company  was  to  repay  to  the 
bank  on  Lady-day  and  Michaelmas  of  the  ensuing  year. 
This  transaction  was  managed  by  Mr.  Robert  Walpole, 
who  with  his  own  hand  wrote  the  minute  of  agreement, 
afterwards  known  by  the  name  of  the  Bank  Contract. 
Books  were  opened  at  the  bank  to  take  in  a  subscription 
for  the  support  of  public  credit,  and  considerable  sums  of 
money  were  brought  in.  By  this  expedient  the  stock  was 
raised  at  first,  and  those  who  contrived  it  seized  the  op- 
portunity to  realize.  But  the  bankruptcy  of  goldsmiths 
and  the  sword-blade  company,  from  the  fall  of  South  Sea 
stock,  occasioned  such  a  run  upon  the  bank,  that  the  money 
was  paid  away  faster  than  it  could  be  received  from  the 
subscription.  Then  the  South  Sea  stock  sunk  again,  and 
the  directors  of  the  bank,  finding  themselves  in  danger  of 
being  involved  in  the  company's  ruin,  renounced  the  agree- 
ment ;  which,  indeed,  they  were  under  no  obligation  to 
perform,  for  it  was  drawn  up  in  such  a  manner  as  to  be  no 
more  than  the  rough  draft  of  a  subsequent  agreement, 
without  due  form,  penalty,  or  clause  of  obligation."  ^ 

The  directors  of  the  South  Sea  Company  took  legal 
advice,  with  a  view  to  compel  the  bank  to  perform  its 
contract ;  but  the  matter  was  arranged  through  the  iuter- 

'  Smollett. 
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vention  of  the  government,  who  remitted  to  the  South  Sea 
Company  two  millions  sterling  as  a  compensation  for  the 
non-perfonnance  of  the  bank  contract. 

1721.  By  the  8th  Geo.  I.  c.  21,  the  South  Sea  Company 
were  authorized  to  sell  ^8200,000  per  annum,  government 
annuities  ;  and  corporations  purchasing  the  same  at  twenty- 
six  years'  purchase  were  allowed  to  add  the  amount  to 
their  capital  stock.  The  bank  purchased  the  whole  of  this 
<£200,000  per  annum,  at  twenty  years'  purchase,  making 
.£4,000,000. 

1722.  The  bank  capital  increased  ^63,400,000  by  a  new 
subscription.  This  made  the  amount  of  capital  =£8,959,995 
14s.  8d. 

1726.  The  stock  called  three  per  cents.  1726,  was  created 
this  year  by  the  moans  of  a  lottery. 

1727.  The  bank  advanced  to  government,  .£1,750,000 
upon  the  coal  and  culm  duties,  at  four  per  cent,  interest 
(1  Geo.  II.  c.  8). 

1728.  The  bank  advanced  to  government,  ^£1,250,000 
upon  the  lottery,  at  four  p^T  cent.  (2  Geo.  II.  c.  3). 

1732.  Thursday,  3rd  of  August,  about  one  o'clock,  the 
governor,  sub-governor,  and  several  of  the  directors  of  the 
bank,  came  to  see  the  first  stone  laid  of  their  new  building, 
in  Threadneedle  Street ;  and  after  they  had  viewed  the 
stone,  on  which  his  Majesty's  and  their  several  names 
were  engraved,  the  same  was  covered  with  a  plate  of  lead, 
and  that,  with  the  base  of  a  pillar. 

1734.  Thursday,  5th  of  June.  The  directors  began  to 
ti'ansact  business  at  their  new  house  in  Threadneedle 
Street.  The  business  of  the  bank  had  previously  been 
carried  on  at  Grocers'  Hall,  in  the  Poultry.  In  the  hall 
of  the  new  building  was  erected  a  curious  marble  statue  of 
King  William  III.,  with  a  Latin  inscription,  of  which  the 
foliowiner  is  a  translation  : — 
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For  restoring  efficacy  to  the  laws, 

Aiitliority  to  the  courts  of  justice, 

Dignity  to  the  parliament, 

To  all  his  subjects  their  religion  and  liberties. 

And 

For  confinning  these  to  posterity, 

By  the  succession  of  the  illustrious  House 

Of  Hanover 

To  the  British  Throne, 

To  tlie  best  of  Prince*,  William  IH. 

Founder  of  the  Bank, 

'I'his  Corporation,  from  a  sense  of  gratitu'^  - , 

Has  erected  this  statue, 

And  dedicated  it  to  his  Memory, 

In  the  year  of  Our  Lord  MDCCXXXIV., 

And  the  first  year  of  this  building. 

1 737.  Considerable  public  discussion  about  the  propriety 
of  again  renewing  the  bank  charter.  The  following  ex- 
tracts from  the  "  London  Magazine  "  of  this  year  will  show 
the  sentiments  which  different  writers  entertained  upon 
this  subject : — 

"  The  bank  have  power  to  lend  money  on  land,  and  no 
doubt  might  have  put  out  prodigious  sums  that  way,  and 
have  had  a  better  interest  for  their  money  than  most 
private  people.  Had  the  bank,  then,  lent  out  their  money 
on  land,  they  would  have  strengthened  their  credit  and 
their  interest,  and  also  extended  their  usefulness  by 
relieving  the  landed  property,  of  which  there  is  a  great 
deal  at  this  time  in  mortgage,  most  unaccountably,  at  five 
per  cent.,  while  inferior  securities  bear  a  premium  at  three 
per  cent. 

"  Anobher  branch  of  business  which  the  bank  have  power 
to  transact,  but  yet  never  meddle  with,  is  the  remittance 
of  money  backwards  and  forwards  to  London  from  all  the 
chief  trading  cities  in  England,  for  which  they  should 
have  proper  offices  or  inferior  banks  erected  in  all  such 
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cities  and  towns  as  they  intend  to  manage  a  remittance 
with  ; — this,  besides  what  profit  might  be  expected  upon 
the  I'emittances,  would  naturally  bring  great  part  of  the 
cash  which  is  circulated  in  the  country  to  be  lodged  in 
their  hands. 

"  I  must  next  observe  that  in  that  branch  of  business  in 
which  they  do  employ  themselves,  which  is  that  of  a 
London  hanker,  they  very  much  contract  and  narrow  their 
dealings,  by  refusing  to  take  in  payment  the  foreign  coins, 
for  which  reason  it  is  impracticable  with  many  traders  to 
keep  their  cash  with  them. 

"  This  very  privilege  which  the  bank  has  for  so  long 
enjoyed,  I  could  demonstrate  to  be  a  most  heavy  burthen 
upon  the  people,  and  a  great  prejudice  to  the  landed  inte- 
rest as  well  as  the  trading  interest  of  this  kingdom  ;  for  if 
it  had  not  been  for  this  privilege,  we  should  have  had  a 
bank,  perhaps,  in  every  county  in  England,  and  probably 
half  a  dozen  different  banks  in  London,  by  which  means 
no  merchant  of  tolerable  credit  could  ever  have  been 
straitened  for  want  of  ready  money  at  a  low  interest 
when  he  had  occasion  for  it,  nor  would  any  landed  gentle- 
man who  had  a  good  title  to  his  estate  have  been  obliged 
to  pay  such  premiums  to  brokers,  or  such  an  interest  to 
mortgagees  as  they  have  now  generally  to  pay  ; — whereas 
our  present  bank  has  never,  so  far  as  I  have  heard,  assisted 
any  landed  gentleman,  nor  any  merchant,  except  in  and 
about  London  only. 

"  I  am  of  opinion  that  with  respect  to  the  banking 
trade  and  the  trade  to  the  East  Indies,  neither  the  one  nor 
the  other  can  be  carried  on  "with  such  success,  or  in  such 
an  extensive  manner,  by  private  adventurers,  as  by  a  public 
company  with  such  an  exclusive  privilege  as  our  present 
companies  have.  The  circulating  of  bank  bills  or  cash 
notes  must  certainly  increase  the   current   cash    of   any 
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country,  and  must,  therefore,  be  of  great  use  in  trade ; 
consequently,  the  more  extensive  and  the  more  general 
such  a  circulation  is,  the  better  will  it  be  for  the  inland 
trade  of  that  country.  It  is  ti'ue,  a  private  man  or  set  of 
men  may,  by  a  long  series  of  good  management,  gain  a 
very  extensive  credit,  but  that  credit  can  never  come  to  be 
so  extensive  or  near  so  general  as  the  credit  of  a  rich 
public  company,  that  has  supported  itself  with  honour, 
perhaps,  for  some  ages ;  because  the  credit  of  a  private 
man  always  depends  upon  himself,  so  that  when  he  dies, 
his  credit,  as  to  any  further  circulation,  generally  dies  with 
him,  for  it  must  require  some  time  before  those  who  suc- 
ceed can  revive  or  regain  it ;  whereas  a  public  company 
never  dies,  nor  can  their  credit  meet  with  any  such  inter- 
i-uption  ;  and  as  their  managers  are  always  chosen  annually 
by  the  company,  there  is  a  greater  security  for  its  being 
under  good  management  than  a  private  bank,  whose  chief 
managers  are  appointed  by  the  chance  of  natural  or  legal 
succession  :  therefore,  I  shall  always  think  it  better  for  a 
trading  country  to  have  a  public  bank  than  to  trust 
entirely  to  private  bankers. 

"  There  certainly  never  was  a  body  of  men  that  contri- 
Duted  more  to  the  public  safety  than  the  Bank  of  England. 
This  flourishing  and  opulent  company  have,  upon  every 
emergency,  always  cheerfully  and  readily  supplied  the 
necessities  of  the  nation,  so  that  there  never  have  been 
any  difficulties — any  embarrassments — any  delays  in  rais- 
ing the  money  which  has  been  granted  by  parliament  for 
the  service  of  the  public  ;  and  it  may  very  truly  be  said 
that  they  have,  in  very  many  important  conjunctures, 
relieved  the  nation  out  of  the  greatest  difficulties,  if  not 
absolutely  saved  it  from  ruin." 

1738.  Dec.  14.  The  bank  commenced  issuing  post  bills, 
payable  seven  days  after  sight,  that  in  case  the  mail  was 
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robbed  the  parties  might  have  time  to  stop  payment  of 
the  bills.  Highway  robberies  appear  to  have  been  very 
frequent  at  this  period. 

1742.  The  bank  charter  was  extended  or  renewed  until 
the  expiration  of  tT^elve  months'  notice,  to  be  given  after 
the  first  day  of  August,  1764,  and  until  payment  by  thrt 
public  to  the  bank  of  the  demands  in  this  Act  specified, 
being  an  extension  or  renewal  of  the  said  charter  for 
twenty-two  years  (15  Geo.  II.  c.  13).  In  consideration 
of  obtaining  this  charter,  the  bank  lent  to  government 
.£1,600,000  without  interest.  To  raise  this  sum  the  bank 
made  a  call  upon  the  proprietors  of  ^8840,004  5s.  4cZ., 
which  increased  its  capital  to  .£9,800,000. 

1745.  A  RUN  upon  the  bank,  occasioned  by  the  rebellion 
in  Scotland,  and  supposed  to  be  for  the  purpose  of  sup- 
plying the  rebels  with  gold.  A  public  meeting  was  held, 
and  one  thousand  one  hundred  and  forty  merchants  signed 
a  declaration  expressing  their  readiness  to  take  bank 
notes. 

1746.  By  the  Act  19  Geo.  II.  c.  6,  the  bank  delivered 
up  to  be  cancelled  d6986,000  exchequer  bills,  in  considera- 
tion of  an  annuity  of  .£39,472,  being  three  per  cent,  per 
annum.  To  raise  the  above  sum  the  bank  made  a  call  of 
ten  per  cent,  upon  its  proprietors ;  this  increased  the  bank 
capital  from  i;9,800,000  to  =£10,780,000. 

1750.  A  reduction  took  place  in  the  interest  of  part  of 
the  national  debt.  The  bank  held  a  court  at  Merchant- 
Taylors'  Hall,  and  consented  to  receive  a  reduced  rate  of 
interest  upon  =£8,486,800  of  the  debt  due  to  them  by  the 
government.  The  bank  also  agreed  to  advance  to  the  go- 
vernment a  sum  of  money  to  pay  off  the  dissentients. 

1751.  In  order  to  raise  the  sum  promised  to  be  lent  to 
the  government,  the  bank  established  what  was  called 
"  Bank  Circulation."     Books  were  opened  to  the  public, 
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and  any  person  might  enter  his  name  and  the  sum  he  wae 
willing  to  lend  to  the  bant,  i?i  case  it  sJiould  be  called  for. 
The  books  being  closed,  the  bank  had  the  power  of  calling 
for  the  whole  or  any  part  of  the  sum  subscribed  at  any 
time  it  pleased.  The  subscribers  were  to  receive  2s.  per 
cent,  on  the  total  amount  of  their  subscription,  and  £4  per 
cent,  on  the  sum  actually  advanced. 

1752.  By  25  Geo.  II.  the  balance  of  annuities  granted 
by  8  Geo.  I.  was  carried  to  a  three  per  cent,  stock,  formed 
in  1731,  and  they  were  consolidated  into  one  stock — the 
new  stock  is  still  called  "  Three  per  cent,  consols."  The 
word  consols  is  a  conti-action  for  consolidated. 

1757.  The  government  stock,  called  "  Three  per  cent,  re- 
duced," derives  its  name  from  the  operation  of  this  year. 
This  stock  had  borne  four  per  cent,  until  the  year  1750; 
from  that  time  it  paid  three  and  a  half  per  cent.,  and  this 
year  it  was  reduced  to  three  per  cent. 

1758.  It  was  legally  determined  that  those  persons  who 
had  given  value  for  bank  notes  stolen  from  the  mail,  had  a 
right  to  receive  payment  of  them  from  the  bank. 

In  this  year  occtirred  the  first  instance  of  the  forgery  of 
a  bank  note.  It  was  committed  by  a  person  named  R.  W. 
Vaughan,  who  had  been  a  linendraper  at  Stafford.  The 
note  was  for  <£20,  the  smallest  amount  then  in  circulation. 
He  was  convicted  and  executed. 

1759.  The  bank  commenced  issuing  notes  and  post  bills 
of  ^£15  and  ^10. 

1764.  The  bank  charter  was  extended  or  renewed  until 
the  expiration  of  twelve  months'  notice,  to  be  given  after 
the  first  day  of  August,  1786,  and  until  payment  by  the 
public  to  the  bank  of  the  demands  therein  specified ;  being 
an  extension  or  renewal  of  the  said  charter  for  twenty-two 
years  (4  Geo.  III.  c.  25). 

In  consideration  of  obtaining  this  charter  the  bank  ad- 
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vanced  ^£1,000,000  on  exchequer  bills  until  the  year  1766, 
and  paid  into  the  exchequer  .£110,000. 

1775.  Bankers  were  prohibited  to  issue  notes  of  a  less 
amount  than  20s.  (15  Greo.  III.  c.  51). 

1777.  Bankers  were  prohibited  to  issue  notes  of  a  less 
value  than  =£5  (17  Geo.  III.  c.  30). 

1781.  The  bank  charter  was  extended  or  renewed  until 
the  expiration  of  twelve  months'  notice,  to  be  given  after 
the  first  day  of  Augiist,  1812,  and  until  payment  by  the 
public  to  the  bank  of  the  demands  therein  specified ;  being 
an  extension  or  renewal  of  the  said  charter  for  twenty-six 
years  (21  Geo.  III.  c.  60).  In  consideration  of  obtaining 
this  renewal  of  their  charter,  the  bank  advanced  to  the 
government  =£2,000,000,  for  three  years  at  three  per  cent. 

It  is  legally  decided  that  the  bank  is  not  liable  to  pay 
forged  notes. 

1782.  A  call  of  ^£862,400,  making  the  total  capital  of  the 
bank  ,£11,642,400.  There  was  no  further  increase  of  capital 
until  the  year  1816. 

1786.  Previous  to  this  yeir  the  bank  received  an  allow- 
ance from  the  government  on  account  of  the  management 
of  the  public  debt ;  that  is,  for  trouble  in  paying  the  divi- 
dends, superintending  the  transfer  of  stock,  &c.,of  ,£562  10s. 
a  million.  It  was  now  reduced  to  ,£450  a  million;  the 
bank  being  at  the  same  time  entitled  to  a  considerable 
allowance  for  trouble  in  receiving  contributions  on  loans, 
lotteries,  &c.  This  scale  of  allowance  was  continued  until 
the  year  1808. 

1791.  A  bill  was  brought  into  parliament  to  render 
£500,000  of  the  unclaimed  dividends  on  the  public  funds 
available  for  the  service  of  the  public ;  but  the  bank  agreed 
to  lend  that  sum  to  the  government  without  interest,  and 
the  bill  was  withdrawn. 

1793.  An  Act  of  Parliament  was  passed  (33  Geo.  III. 
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c.  32),  declaring  that  the  bank  should  not  be  subject  to 
any  penalties  for  advancing  money  to  the  government  for 
the  payment  of  bills  of  exchange,  accepted  by  the  commis- 
sioners of  his  Majesty's  treasury,  and  made  payable  at  the 
bank.  The  amount  of  sums  so  advanced  was  required  to 
be  annually  laid  before  parliament.  According  to  their 
original  charter,  the  bank  was  prohibited  lending  money 
to  the  government  without  the  consent  of  parliament,  under 
a  penalty  of  three  times  the  sum  lent :  one-fifth  part  of 
which  was  to  go  to  the  informer. 

This  was  a  year  of  great  commercial  distress :  twenty- 
two  commissions  of  bankruptcy  were  issued  against  coun- 
try bankers. 

1794.  The  bank  commenced  issuing  notes  for  £5. 

1795.  The  bank  having  resolved  to  reduce  their  dis- 
counts, placed  the  following  notice  in  the  discount 
office  : — 

"  Bank  of  England,  31st  December,  1795. 

*'  Pursuant  to  an  order  of  the  Court  of  Directors  : 

"  Notice  is  hereby  given, 

"  That  no  bills  will  be  taken  in  for  discount  at  this 
office  after  12  o'clock  at  noon,  or  notes  after  12  o'clock  on 
Wednesday. 

"  That  in  future,  whenever  the  bills  sent  in  for  discount 
shall  in  any  day  amount  to  a  larger  sum  than  it  shall  be 
resolved  to  discount  on  that  day,  a  2n'o  rata  proportion  of 
such  bills  in  each  parcel  as  are  not  otherwise  objectionable, 
will  be  returned  to  the  person  sending  in  the  same,  with- 
out regard  to  the  respectability  of  the  party  sending  in  the 
bills,  or  the  solidity  of  the  bills  themselves. 

"  The  same  regulation  will  be  observed  as  to  the  notes." 
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1797.    THE    SUSPENSION    OF    CASH    PAYMENTS. 

From  the  first  establisliment  of  the  Bank  of  England 
<lown  to  this  year,  it  had  always  paid  its  notes  regularly 
when  presented.  But  in  the  course  of  1796  and  the  early 
part  of  1797  there  was,  owing  to  the  prevalence  of  reports 
of  invasion,  a  pretty  severe  run  upon  the  Bank  of  England, 
and  it  was  at  length  apprehended  that  the  bank  might  be 
obliged  to  make  a  temporary  stoppage.  To  avert  this 
contingency  an  Order  in  Council  was  issued  on  the  26th 
of  February,  authorizing  the  bank  not  to  pay  its  notes  in 
gold,  in  the  following  terms  : — 

"  Upon  the  representation  of  the  Chancellor  of  the  Ex- 
chequer, stating  that  from  the  results  of  the  information 
which  he  had  received,  and  of  the  inquiries  which  it  has 
been  his  duty  to  make,  respecting  the  effects  of  the  unusual 
demand  for  specie  that  has  been  made  upon  the  metropolis, 
in  consequence  of  ill-founded  or  exaggerated  alarms  in  dif- 
ferent parts  of  the  country  ;  it  appears,  that  unless  some 
measure  is  immediately  taken,  there  may  be  I'eason  to  ap- 
prehend a  want  of  a  sufficient  supply  of  cash  to  answer  the 
exigencies  of  the  public  service.  It  is  the  unanimous 
opinion  of  the  Board,  that  it  is  indispensably  necessary  for 
the  public  service,  that  the  directors  of  the  Bank  of  Eng- 
land should  forbear  issuing  any  cash  in  jjayment,  until  the 
sense  of  parliament  can  be  taken  on  that  subject,  and  the 
proper  measures  adopted  thereupon,  for  maintaining  the 
means  of  circulation  and  supporting  the  public  and  com- 
mercial credit  of  the  kingdom  at  this  important  conjunc- 
ture ;  and  it  is  ordered  that  a  copy  of  this  minute  be  trans- 
mitted to  the  directors  of  the  Bank  of  England,  and  they 
are  hereby  required,  on  the  grounds  of  the  exigency  of  the 
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ca.se.  to  conform  thereto  until  the  sense  of  parliament  can 
be  taken  as  aforesaid." 

Among  the  crowd  assembled  at  the  bank,  with  a  view  of 
demanding  gold,  handbills  were  distributed,  of  which  the 
following  is  a  copy  : — 

"  Bank  of  England,  Feb.  27th,  1797. 

"  In  consequence  of  an  order  of  his  Majesty's  Privy 
Council,  notified  to  the  bank  last  night,  a  copy  of  which  is 
heretmto  annexed,  the  governor,  deputy-governor,  and 
directors  of  the  Bank  of  England  think  it  their  duty  to 
inform  the  proprietors  of  the  bank  stock,  as  well  as  the 
public  at  large,  that  the  general  concerns  of  the  bank  are 
in  the  most  aflfiuent  and  prosperous  situation,  and  such  as 
to  pi'eclude  every  doubt  as  to  the  security  of  its  notes. 
The  directors  mean  to  continue  their  usual  discounts  for 
the  accommodation  of  the  commercial  interest,  paying  the 
amount  in  bank  notes,  and  the  dividend  warrants  will  be 
paid  in  the  same  manner." 

On  the  same  day  was  held  a  meeting  of  merchants, 
bankers,  and  others,  the  Lord  Mayor  in  the  chair,  when  the 
following  resolution  was  unanimously  passed: — 

"  That  we,  the  undersigned,  being  highly  sensible  how 
necessary  the  preservation  of  public  credit  is  at  this  time, 
do  most  readily  declare,  that  we  will  not  refuse  to  receive 
bank  notes  in  payment  of  any  sum  of  money  to  be  paid  to 
us,  and  we  will  use  our  utmost  endeavours  to  make  all  our 
payments  in  the  same  manner." 

This  resolution  was  left  for  signature  at  several  of  the 
most  respectable  taverns,  and  a  similar  resolution  was 
subsequently  adopted  by  other  public  assemblies. 

Immediately  afterwards,  the  House  of  Commons  ap- 
(•ointed  a  committee  to  inquire  into  the  affairs  of  the 
b.^nk.  The  committee  reported,  that  "  The  total  amount 
of  outeianding  demands  on  the  bank,  on  the  25th  of  July, 
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was  d£13,770,390 ;  and  tliat  the  total  amount  of  the  funda 
foi-  discharging  those  demands  (not  including  the  perma- 
nent debt  due  from  government  of  d£l  1,686,800,  which 
bears  an  interest  of  three  per  cent.)  wasd817,597,280 ;  and 
the  result  is,  that  there  was,  on  the  25th  day  of  February 
last,  a  surplus  of  effects  belonging  to  the  bank,  beyond  the 
amount  of  their  debts,  amounting  to  the  sum  of  =£3,825, 890, 
exclusive  of  the  above-mentioned  permanent  debt  of 
d£ll,684,800,  due  from  government."  From  accounts  since 
published,  it  appears  that  the  amount  of  gold  and  silver  in 
possession  of  the  bank  was  reduced  by  the  previous  run 
to  ^1,086,170. 

1797.  March  3.  The  bank  was  authorized  to  issue 
notes  under  =£5  (37  Geo.  III.  c.  28).  It  is  entitled,  "An 
Act  to  remove  doubts  respecting  promissory  notes  of  the 
Grovernor  and  Company  of  the  Bank  of  England,  for  pay- 
ment of  sums  of  money  under  =£5."  Accordingly,  on  the 
10th  of  March  the  bank  issued,  for  the  first  time,  notes 
for  £1  and  £2. 

May  3.  The  Bank  Restriction  Act  passed.  It  is 
the  37  Geo.  III.  c.  45,  and  is  entitled,  "  An  Act  for  con- 
tinuing, for  a  limited  time,  the  restriction  contained  in  the 
minute  of  council  of  the  26th  of  February,  1797,  on  pay- 
ment of  cash  by  the  bank."  By  this  Act  the  bank  direc- 
tors were  indemnified  against  any  legal  proceedings  on 
account  of  having  complied  with  the  order  of  council. 
They  were  not  permitted  to  issue  cash,  except  for  any  sum 
under  twenty  shillings.  But  if  any  person  lodged  cash  in 
the  bank,  he  might  be  repaid  in  cash  to  the  extent  of  three- 
fourths  of  the  sum  lodged;  but  the  sum  lodged  must  not 
be  less  than  ,£500.  The  bank  was  also  allowed  to  advance 
to  the  bankers  of  London,  Westminster,  and  Southwark, 
any  sum  of  cash  not  exceeding  in  the  whole  ^100,0'00;  and 
also  ,£25,000  each  to  the  Bank  of  Scotland  and  the  Royal 
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Bank  of  Scotland,  during  the  continuance  of  this  Act. 
The  bank  could  not  be  sued  for  payment  of  any  of  its 
notes  for  which  it  was  willing  to  give  other  notes ;  and 
no  person  could  be  held  to  special  bail  upon  any  process 
issuing  out  of  any  court,  unless  the  affidavit  made  for  the 
purpose,  stated,  also,  that  the  paity  had  made  no  offer  to 
pay  in  bank  notes.  This  Act  was  to  be  in  force  till  the  24th 
day  of  the  following  June,  a  duration  of  fifty-two  days. 

1797.  June  22.  Another  Act  was  passed,  continuing  the 
bank  restriction  until  one  month  after  the  commencement 
of  the  then  next  session  of  parliament. 

Nov.  30.  A  third  Act  passed,  continuing  the  restriction 
until  six  months  after  the  conclusion  of  the  war. 

An  Act  was  also  passed  (37  Geo.  III.  c.  32)  suspending 
the  Acts  passed  in  1777,  which  prohibited  bankers  issu- 
ing notes  below  the  amount  of  ^£5,  and  the  country 
bankers  commenced  issuing  notes  of  £1. 

1799.  Jan.  3.  'The  bank  gave  notice,  that  on  and 
after  the  14th  inst.  it  would  pay  in  cash  all  fractional 
sums  Tinder  £5 ;  and  that  on  and  after  the  1st  day  of 
February  next,  it  would  pay  cash  for  all  notes  of  =£1 
and  £2  value  that  are  dated  prior  to  the  1st  day  of  July, 
1798,  or  exchange  them  for  new  notes  of  the  same  value, 
at  the  option  of  the  holders. 

1800.  The  bank  charter  was  extended  or  renewed  until 
the  expiration  of  twelve  months'  notice,  to  be  given  after 
the  1st  day  of  August,  1833,  and  until  payment  by  the 
public  to  the  bank  of  the  demands  therein  mentioned ; 
being  an  extension  or  renewal  of  the  said  charter  for 
twenty-one  years  (40  Geo.  III.  c.  28).  In  consideration  of 
obtaining  this  renewal  of  their  charter,  the  bank  agreed  to 
lend  the  government  the  sum  of  <£3,000,000  without 
interest  for  six  years. 

The  40  Geo.  III.  c.  36,  was  enacted  to  enable  courts  of 
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equity  to  compel  a  transfer  of  stock  in  suits,  without 
making  the  Bank  of  England,  or  the  East  India  Company, 
or  the  South  Sea  Company,  partners  in  the  sales. 

1801.  41  Geo.  III.  c.  57,  was  enacted  "for  the  better 
prevention  of  the  forgery  of  the  notes  and  bills  of  exchange 
of  persons  carrying  on  the  business  of  bankers." 

"  After  July  10th,  1801,  no  person  shall  use  or  make 
any  frame  or  mould  for  making  paper,  with  the  name  or 
firm  of  any  persons  or  body  corporate  appearing  in  the  sub- 
stance of  the  paper,  without  a  written  authority  for  that 
purpose:  or  shall  make  or  vend  such  paper,  or  cause  such 
name  or  firm  to  appear  in  the  substance  of  the  paper, 
whereon  the  same  shall  be  written  or  printed, — on  penalty 
of  being  imprisoned  for  the  first  offence,  not  exceeding  two 
years,  nor  less  than  six  months ;  and  for  the  second  offence, 
transported  for  seven  years. 

"  No  person  shall  engrave,  &c.,  any  bill  or  note  of  any 
person  or  banking  company,  or  use  any  plate  so  engraved, 
or  any  device  for  making  or  printing  such  bill  or  note,  nor 
shall  knowingly  have  in  his  custody  such  plate  or  device, 
or  shall  utter  such  bill  or  note,  without  a  written  authority 
for  that  purpose,  imder  a  like  penalty. 

"  No  person  shall  engrave,  &c.,  on  any  plate,  any  sub- 
scriptions subjoined  to  any  bill  or  note  of  any  person  or 
banking  company,  payable  to  bearer  on  demand,  or  have 
in  his  possession  any  such  plate,  on  penalty,  for  the  first 
offence,  of  being  imprisoned  not  exceeding  three  years,  nor 
less  than  twelve  months ;  and  for  the  second,  transported 
for  seven  years." 

1802.  The  war  having  been  concluded  by  the  peace  of 
Amiens,  the  Bank  Eesti'iction  Act  would  have  expired  six 
months  afterwards,  but  it  was  by  a  new  Act  continued  ia 
force  till  the  1st  day  of  Mai'ch,  1803. 

1803.  Feb.  28.     The  Bank   Restriction  Act   was  con- 
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tmued  uutil  sis  weeks  after  the  commencement  of  the  next 
session  of  parliament. 

Dec.  15.  War  having  recommenced,  the  Bank  Restric- 
tion Act  was  continued  until  six  months  after  the  conclu- 
sion of  a  definite  treaty  of  peace. 

The  bank  is  said  to  have  lost  this  year  no  less  a  sum 
than  d6300,000,  through  a  fraud  committed  by  one  of  its 
principal  cashiers,  Mr.  Aslett. 

In  consequence  of  the  scarcity  of  silver,  the  bank  issued 
five-shilling  dollars.  These  dollars  had  on  the  obverse 
side  an  impression  of  his  Majesty's  head,  and  the  follow- 
ing superscription:  " G-eorgius  III.  Dei  Gratia  Rex;"  and 
on  the  reverse  side,  the  impression  of  Britannia  and  the 
following:  "Five  shillings  dollar.  Bank  of  England,  1804," 
The  bank  subsequently  issued  silver  tokens  for  three 
shillings,  and  for  one  shilling  and  sixpence.  By  an  Act  passed 
in  1812,  the  counterfeiting  these  dollars  and  tokens  was 
liable  to  a  punishment  of  fourteen  years'  transportation. 

1808.  The  allowance  from  the  government  to  the  bank 
for  managing  the  public  debt,  reduced  from  d£450  a  million 
to  £34:0  a  million,  on  six  hundred  millions  of  the  debt, 
and  to  .£300  a  million  on  all  that  it  exceeded  that  sum. 
This  Avas  exclusive  of  some  separate  allowances  on 
annuities,  &c. 

By  48  Geo.  III.  c.  149,  the  following  duties  were  imposed 
upon  country  bank  notes: — 
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These  duties  remained  the  same  until  the  year  1815. 

1810.  The  Bullion  Committee  appointed  by  the 
House  of  Commons  for  the  purpose  of  inquiring  into  the 
causes  of  the  high  price  of  gold  bullion,  and  its  effect  on 
the  circulating  medium. 

The  committee  delivered  a  very  long  report,  in  which 
they  discussed  a  variety  of  matters  connected  with  the 
currency,  and  concluded  by  recommending  that  the  bank 
should  resume  cash  payments  at  the  end  of  two  years. 
The  following  are  extracts : — 

"  Your  committee  have  foimd  that  the  price  of  gol<?, 
bullion  which,  by  the  regulation  of  his  Majesty's  mint,  is 
<£3  17s.  10~d.  per  ounce  of  standard  fineness,  was,  during 
the  years  1806,  1807,  and  1808,  as  high  as  ^4  in  the 
market.  Towards  the  year  1808  it  began  to  advance  very 
rapidly,  and  continued  very  high  during  the  whole  year 
1809,  the  market  price  of  standard  gold  fluctuating  from 
*64  9s.  to  d£4  12s.  per  oz.  The  market  price  at  <£4  10s. 
is  about  15|  per  cent,  above  the  mint  price. 

"  Your  committee  have  likewise  found,  that  towards  the 
end  of  the  year  1808  the  exchanges  with  the  continent  be- 
came very  unfavourable  to  this  countiy,  and  continued 
still  more  unfavourable  through  the  whole  of  1809,  and 
the  three  first  months  of  the  present  year. 

"  Mr.  Whitmore,  the  late  governor  of  the  bank,  stated 
to  the  committee,  that  in  regulating  the  general  amounts 
of  the  loans  and  discounts,  he  did  '  not  advert  to  the  cir- 
cumstance of  the  exchanges,  it  appearing  upon  a  reference 
to  the  amount  of  our  notes  in  circulation,  and  the  course 
of  the  exchange,  that  they  frequently  have  no  connection.' 

"  Mr.  Pearse,  now  governor  of  the  bank,  agreed  with  Mr. 
Whitmore  in  this  account  of  the  practice  of  the  bank,  and 
expressed  his  full  concun-ence  in  the  same  opinion.  Mr. 
Pearse  said:   'In  considering  this  subject  with  reference  to 
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the  manner  in  wlaich  bank  notes  are  issued,  resulting  from 
the  applications  made  for  discounts  to  supply  the  neces- 
sary want  of  bank  notes,  by  which  their  issue  in  amount 
is  so  controlled  that  it  can  never  amount  to  an  excess,  I 
cannot  see  how  the  amount  of  bank  notes  issued  can  ope- 
rate upon  the  price  of  bullion,  or  the  state  of  exchanges  : 
and  therefore  I  am  individually  of  opinion  that  the  price 
of  bullion  or  the  state  of  the  exchanges  can  never  be  a 
reason  for  lessening  the  amount  of  bank  notes  to  be 
issued,  always  tmderstanding  the  control  which  I  have  al- 
ready described.' 

"  The  bank  directors,  as  well  as  some  of  the  merchants 
who  have  been  examined,  showed  a  great  anxiety  to  state  to 
your  committee  a  doctrine,  of  the  truth  of  which  they  pro- 
fessed themselves  to  be  most  thoroughly  convinced :  that 
there  can  be  no  possible  excess  in  the  issue  of  Bank  of 
England  paper,  so  long  as  the  advances  in  which  it  is 
issued  are  made  upon  the  principles  which  at  present 
guide  the  conduct  of  the  directors— that  is,  so  long  as  the 
discount  of  mercantile  bills  is  confined  to  paper  of  un- 
doubted solidity,  arising  out  of  real  commercial  transac- 
tions, and  payable  at  short  and  fixed  periods.  That  the 
discounts  should  be  made  only  upon  bills  growing  out  of 
real  commercial  transactions,  and  falling  due  in  a  fixed 
and  short  period,  are  sound  and  well-established  principles. 
But  that  while  the  bank  is  restrained  from  paying  in 
specie,  there  need  be  no  other  limits  to  the  issue  of  their 
paper  than  what  is  fixed  by  such  rules  of  discount ;  and 
that  during  the  suspension  of  cash  payments,  the  discount 
of  good  bills  falling  due  at  short  periods  cannot  lead  to 
any  excess  in  the  amount  of  bank  paper  in  circulation, 
appears  to  your  committee  to  be  a  doctrine  wholly 
erroneous  in  principle,  and  pregnant  with  dangerous  con- 
sequences in  pi'actice. 
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"  Upon  a  review  of  all  the  facts  and  reasonings  "wliicb 
have  been  submitted  to  the  consideration  of  your  com- 
mittee in  the  course  of  this  inquiry,  they  have  formed  an 
opinion,  which  they  submit  to  the  House — That  there  is 
at  present  an  excess  in  the  paper  circulation  of  this 
country,  of  which  the  most  unequivocal  symptom  is  the 
very  high  price  of  bullion  ;  and,  next  to  that,  the  low  state 
of  the  continental  exchanges :  that  this  excess  is  to  be 
ascribed  to  the  want  of  a  sufficient  check  and  control  in 
the  issues  of  paper  from  the  Bank  of  England,  and  origi- 
nally to  the  suspension  of  cash  payments,  which  removed 
the  natural  and  true  control. 

"  Tour  committee  would  suggest,  that  the  restriction  on 
cash  payments  cannot  safely  be  removed  at  an  earlier 
period  than  two  years  from  the  present  time ;  but  your 
committee  are  of  opinion  that  early  provision  ought  to  be 
made  by  parliament  for  terminating,  at  the  end  of  that 
period,  the  operation  of  the  several  statutes  which  have 
imposed  and  continue  that  restriction." 

This  report  was  delivered  late  in  the  session,  and  was 
not  taken  into  considei'ation  by  the  House  until  the  follow- 
ing year. 

1811.  The  commercial  distress  of  the  country  had  be- 
come so  great,  that  parliament  authorized  the  sum  of  six 
millions  to  be  advanced  to  merchants  on  their  giving  suf- 
ficient security ;  but  such  had  been  the  fall  in  the  price  of 
mercantile  property,  that  not  many  could  give  the  required 
security,  and  bankruptcies  were  numerous.  Whether  this 
distress  arose  from  any  preparations  of  the  bank  to  return 
to  cash  payments,  from  the  American  embargo,  or  from 
Buonaparte's  Berlin  and  Milan  decrees,  was  a  matter  of 
much  controversy.  From  the  accounts  since  published,  it 
does  not  appear  that  the  bank  had  taken  any  measures  to 
increase  its  stock  of  gold  ;    but  during   the  years  1810, 
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1811,  and  1812,  it  considerably  reduced  its  private  secu- 
rities and  increased  the  amount  of  its  public  securities. 
Thus  on  the  last  day  of  February,  1810,  the  public 
securities  were  d£14,322,634,  and  the  private  securities 
,£21,055,946.  On  the  same  day,  in  1813,  the  public 
securities  were  ^£25,036,626,  and  the  private  securities 
.£12,894,324.  This  progressive  reduction  of  the  discounts 
no  doubt  occasioned  great  distress,  though  it  was  in  some 
degree  counteracted  by  an  incx*ease  in  the  same  period 
of  above  two  millions  in  the  circulation. 

The  report  of  the  Bullion  Committee  was  taken  into 
consideration  by  the  House  of  Commons,  and  after  much 
discussion  rejected.  Instead  of  the  measures  recom- 
mended by  the  committee,  the  House  adopted  certain 
resolutions  proposed  by  Mr.  Vansittart  (afterwards  Lord 
Bexley),  declaring  that  the  value  of  bank  notes  was  not 
depreciated,  but  that  the  value  of  gold  was  enhanced ;  and 
that  the  political  and  commercial  relations  of  Great  Britain 
with  foreign  States  were  sufficient  to  account  for  the  un- 
favourable state  of  the  foreign  exchanges  and  the  high 
price  of  bullion. 

July  24.  Lord  Stanhope's  Act  passed.  This  Act  (51  Geo. 
III.  c.  127)  is  entitled,  "An  Act  for  making  more  effectual 
provision  for  preventing  the  current  gold  coin  of  the  realm 
from  being  paid  or  accepted  for  a  greater  value  than  the 
current  value  of  such  coin ;  for  preventing  any  note  or  bill 
of  the  Governor  and  Company  of  the  Bank  of  England 
from  being  received  for  any  smaller  sum  than  the  sum 
therein  specified ;  and  for  staying  proceedings  upon  any 
distress  by  tender  of  such  notes."  It  enacts  that  the  taking 
of  gold  coin  at  more  than  its  value,  or  Bank  of  England 
notes  for  less  than  their  value,  shall  be  deemed  a  mis- 
demeanour. This  Act  was  to  be  in  force  until  the  25th  of 
March,  1812.    It  was  introduced  by  the  Earl  of  Stanhope^ 
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in  consequence  of  the  following  notice  having  been  ad- 
dressed by  Lord  King  to  his  tenantry  : — 

"  By  lease,  dated  1802,  you  have  contracted  to  pay  the 
annual  rent  of  d£47  6s.  in  good  and  lawful  money  of  Great 
Britain.  In  consequence  of  the  late  great  depreciation  of 
paper  money,  I  can  no  longer  accept  any  bank  notes  at 
their  nominal  value  in  payment  or  satisfaction  of  an  old 
contract.  I  must,  therefore,  desire  you  to  provide  for  the 
payment  of  your  rent  in  the  legal  gold  coin  of  the  realm ; 
at  the  same  time,  having  no  other  object  than  to  secure 
payment  of  the  real  intrinsic  value  of  the  same,  stipulated 
by  agreement,  and  being  desirous  to  avoid  giving  you  any 
unnecessary  trouble,  I  shall  be  willing  to  receive  payment 
in  either  of  the  manners  following,  according  to  your 
option : — 1st.  By  payment  in  guineas  :  2nd.  If  guineas 
cannot  be  procured,  by  a  payment  in  Portugal  gold  coin, 
equal  in  weight  to  the  number  of  guineas  requisite  to  dis- 
charge the  rent :  3rd.  By  a  payment  in  bank  paper,  of  a 
sum  sufficient  to  purchase  (at  the  present  market  price) 
the  weight  of  standard  gold  requisite  to  discharge  the  rent. 
The  alteration  in  the  value  of  paper  money  is  estimated  in 
this  manner :  the  price  of  gold,  in  1802,  the  year  of  your 
agreement,  was  £4  an  ounce ;  the  present  market  price  is 
d£4  14s.,  arising  from  the  diminished  value  of  paper.  In 
that  proportion  an  addition  of  ^£17  10s.  per  cent,  in  paper 
money  will  be  required  as  the  equivalent  for  the  payment 
of  rent  in  paper." 

1812.  An  Act  passed  "  for  the  further  prevention  of  the 
counterfeiting  of  silver  tokens  issued  by  the  Governor  and 
Company  of  the  Bank  of  England,  called  dollars,  and  of 
silver  pieces  issued  and  circulated  by  the  said  Governor  and 
Company,  called  toJcens,  and  for  the  further  prevention  of 
frauds  practised  by  the  imitation  of  the  notes  or  bills  of 
the  said  Governor  and  Company"  (52  Geo.  III.  c.  138). 
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Lord  Stanhope's  Act  continued,  by  52  Geo.  III.  c.  5, 
until  three  months  after  the  commencement  of  the  next 
session  of  parliament. 

1814.  Lord  Stanhope's  Act  revived  and  continued,  by 
54  Geo.  III.  c.  52,  during  the  continuance  of  the  Bank 
Restriction  Act. 

1815.  The  following  stamp  duties  were  imposed  upon 
.;he  notes  of  country  bankers  (55  Geo.  III.  c.  184)  : 
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1815.  Peace  being  restored,  the  Bank  Restriction  Act 
would  have  expired  six  months  afterwards,  but  it  was  con- 
tinued by  a  new  Act  until  the  5th  July,  1816. 

1816.  The  Bank  Restriction  Act  continued  from  July, 
1816,  to  July,  1818. 

The  bank  was  authorized  to  increase  its  capital  from 
^11,642,400  to  ^614,553,000,  being  an  addition  of  twenty- 
five  per  cent,  to  the  stock  of  the  several  proprietors.  This 
addition  was  made  out  of  the  surplus  profits  without  any 
further  call  (56  Geo.  III.  c.  96).  In  consideration  of  ob- 
taining this  privilege,  the  bank  agreed  to  lend  the  govern- 
ment the  sum  of  =£3,000,000  at  three  per  cent. 

1817.  April  17.  The  bank  gave  notice  that  on  and  after 
the  second  day  of  May  then  next  ensuing,  it  would  pay 
cash  for  all  notes  of  =£1  and  =£2  value  dated  prior  to  the 
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first  day  of  January,  1816,  or  exchange  them  for  new  notes 
of  the  same  value,  at  the  option  of  the  holders. 

Sept.  18.  The  hank  gave  notice  that  on  and  after  the  first 
day  of  October  then  next  ensuing,  it  would  be  ready  to 
pay  cash  for  their  notes,  of  every  description,  dated  prioi 
to  the  first  day  of  January,  1817. 

1818.  The  Bank  Restriction  Act  continued  from  the  5th 
July,  1818,  to  5th  July,  1819. 

The  bank  had  always  followed  the  practice  of  detaining 
the  forged  notes  offered  for  payment.  But  two  persons 
who  had  forged  notes  returned  to  them  by  the  bank,  paid 
the  amount  and  kept  the  notes.  They  were  charged  with 
having  forged  notes  in  their  possession,  and  tried  on  this 
charge,  but  the  juries  acquitted  them.  In  consequence  of 
this  decision  the  bank  has  since  returned  all  forged  notes 
to  the  parties  presenting  them,  after  having  stamped  them 
in  several  places  with  the  word  "  forged." 

1819.  A  bill  passed  through  parliament  in  the  course  of 
two  nights  to  restrain  the  bank  from  paying  away  any  more 
gold  under  its  notice  of  September,  1817,  or  any  previous 
notice.  A  committee  of  the  House  of  Commons  had  re- 
ported that  the  bank  had  paid  away  above  five  millions  in 
gold ;  the  greater  part  of  which  had  been  taken  to  the  con- 
tinent, and  there  re-coined  into  foreign  money. 

From  an  account  submitted  to  parliament  of  the  total 
amount  of  outstanding  demands  on  the  Bank  of  England, 
and  the  funds  for  discharging  the  same,  it  appears  that 
there  was  a  svirplus  in  favour  of  the  bank  of  .£5, 202, 320, 
independently  of  its  capital  of  d£14, 553,000. 

Me.  Peel's  Bill  passed.  This  Bill  (59  Geo.  III.  c.  49) 
contains  the  following  provisions  : — 

1.  The  Bank  Restriction  Act  was  continued,  absolutely, 
from  the  5th  of  July,  1819,  to  February  1,  1820. 

2.  Between  February  1  and  October  1,  1820,  the  bank 
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was  required  to  pay  its  notes  in  gold  bullion  of  standard 
fineness  at  the  rate  of  £4  Is.  per  ounce,  but  not  to  be 
liable  to  a  demand  for  a  less  quantity  than  sixty  ounces  at 
one  time. 

3.  Between  October  1,  1820,  and  May  1,  1821,  the  bank 
was  required  to  pay  its  notes  in  gold  bullion  upon  the 
same  plan,  at  the  rate  of  £S  19s.  6d.  per  ounce. 

4.  Between  May  1,  1821,  and  May  1,  1823,  the  bank 
was  to  pay  in  gold  bullion  upon  the  same  plan,  at  the 
rate  of  <£3  17s.  lO^d.  per  ounce,  which  was  the  mint  price 
of  gold. 

5.  From  May  1,  1823,  the  bank  was  to  pay  its  notes 
in  the  gold  coin  of  the  realm. 

6.  But  between  February  1  and  October  1,  1820,  the 
bank  might  make  payments  at  a  less  rate  than  =£4  Is.,  and 
not  less  than  <£3  19s.  6d.  per  ounce ;  and  between  October  1, 
1820,  and  May  1, 1821,  the  bank  might  pay  at  any  rate  less 
than  d83  19s.  6d.,  and  not  less  than  ^£3  17s.  lO^d.,  on  giving 
three  days'  notice  in  the  Gazette.  Such  payments  to  be 
made  in  ingots  or  bars  of  gold,  of  the  weight  of  sixty 
ounces.  The  bank  was  also  permitted  to  pay  in  gold  coin 
on  or  after  May  1,  1822. 

7.  All  the  laws  which  restrained  the  exportation  of  gold 
and  silver  coin  were  repealed,  and  the  coin  was  allowed  to 
be  exported  or  melted  without  incurring  any  penalty. 

The  bill  did  not  give  satisfaction  to  the  bank  directors. 
They  wished  to  be  allowed  to  pay  their  notes  in  gold  bul- 
lion at  the  market  price  of  the  day. 

The  59  Geo.  III.  c.  76,  was  passed  to  prohibit  the  bank 
making  advances  to  government  without  the  authority  of 
parliament.  But  the  bank  was  allowed  to  purchase 
exchequer  bills,  or  to  advance  money  on  them,  but  the 
amount  of  such  bills  was  to  be  laid  annually  before  ]>arlia- 
ment. 
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1820.  An  Act  passed  for  the  further  prevention  of 
forging  and  counterfeiting  of  bank  notes  (1  Geo.  IV.  c.  92). 
It  also  enacted,  that  the  names  of  persons  authorized  by 
the  bank  directors  to  sign  the  notes,  might  be  impressed 
by  machine  instead  of  being  subscribed  in  the  handwriting 
of  such  persons. 

1821.  The  bank  commenced  paying  off  its  notes  under 
<£5  in  gold.  The  directors  had  procured  an  Act  of  Parlia- 
ment, 1  &  2  Geo.  IV.  c.  26,  permitting  them  to  do  so  from 
the  first  day  of  May,  1821.  The  gold  coins  issued  by  the 
bank  were  not  guineas,  but  sovereigns  of  the  value  of 
twenty  shillings,  which  were  now  first  coined.  The  gold 
coined  at  the  mint  this  year  amounted  to  .£9,520,758,  and 
the  silver  to  =8433,686. 

1822.  In  this  year  an  Act  was  passed  permitting  the 
country  bankers  to  continue  the  issuing  of  notes  under  £6 
until  the  expiration  of  the  bank  charter  in  1833.  As  the 
law  previously  stood,  their  notes  were  prohibited  on  the 
resumption  of  cash  payments  by  the  bank.  The  directors 
made  the  following  reference  to  this  subject,  in  a  memo- 
randum they  delivered  to  the  parliamentary  committee  of 
1832  :— 

"  By  the  resolution  of  the  House  of  Commons  of  1819, 
the  bank  were  required,  within  four  years,  to  pay  off  in  gold 
the  amount  of  their  one-pound  notes  then  in  circulation 
(about  d£7,500,000)  ;  further,  to  provide  the  coin  for  pay- 
ing off  the  country  small  notes  in  1825  (about  seven  or 
eight  millions  more);  in  addition  to  which  the  necessity  was 
imposed  of  providing  the  requisite  surplus  bullion  for  insur- 
ing the  convertibility  of  all  their  liabilities,  which  addition 
of  bullion  to  their  then  stock  could  not  be  estimated  at  less 
than  =£5,000,000  ;  making  in  the  aggregate  £20,000,000  of 
gold  as  necessary  to  be  provided  from  foreign  countries, 
Within  the  space  of  four  years  from  1819. 
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"  That  tlie  supply  of  gold  could  only  be  purchased  by 
reduced  prices  of  commodities ;  the  bank  withdrawing  a 
given  amount  of  securities  in  the  first  instance,  the  notes 
for  which  might  be  reissued  in  payment  of  the  gold  as  im- 
ported. The  low  prices  and  general  state  of  trade,  from 
1819  to  1821,  and  the  withdrawal  of  the  bank's  securities, 
enabled  the  bank  to  cancel  their  small  notes  in  the  latter 
year  ;  and  in  the  following  (1822),  three  years  prior  to  the 
time  fixed  by  parliament,  they  wei'e  in  a  situation  to  furnish 
the  gold  for  paying  off  the  country  small  notes,  when, 
without  any  communication  with  the  bank,  the  government 
thought  proper  to  authorize  a  continuance  of  the  circula- 
tion of  the  country  small  notes  until  1833.  The  conse- 
quence of  that  measure  was  to  leave  in  the  possession  of  the 
bank  an  inordinate  quantity  of  bullion  (^14,200,000  in 
January,  1824)  ;  and  further,  to  afford  the  power  of  ex- 
tension to  the  country  bankers'  issues,  which  it  is  believed 
were  greatly  extended,  from  1823  to  1825." 

By  a  return  from  the  Stamp  Office,  it  appears  that  the 
number  of  country  banks  this  year  was  five  hundred  and 
fifty-two,  and  the  number  of  persons  in  those  firms  was  one 
thousand  six  hundred  and  seventy-three. 

In  this  year  the  government  reduced  the  interest  of  the 
navy  five  per  cents,  to  four  per  cent.  Each  holder  of  ^£100 
stock  received  ^£105  new  stock,  bearing  four  per  cent.,  with 
a  guarantee  that  the  interest  should  not  be  further  reduced 
until  the  year  1829.  The  new  stock  was  distinguished  by 
the  name  of  "  new  fours."  The  bank  agreed  to  advance 
the  money  to  pay  off  the  dissentients. 

1822.  In  consequence  of  the  abolition  of  the  notes  under 
£5,  the  directors  of  the  bank  found  they  had  many  more 
clerks  than  was  necessary.  A  good  number  were,  there- 
fore, discontinued  ;  the  bank  giving  them  either  a  pension, 
or  the  value  of  a  pension  in  ready  money,  at  the  option  of 
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the  clnrks.  The  conduct  of  the  bank  on  this  occasion  was 
highly  liberal,  and  met  with  universal  approbation. 

The  bank  engaged  to  advance  to  government,  between 
April,  1823,  and  April,  1828,  the  sum  of  ^13,089,419,  for 
the  purpose  of  defraying  the  charge  of  military  and  naval 
pensions,  and  to  receive  in  lieu  of  this  sum,  =£585,740  per 
annum ;  to  commence  from  the  5th  of  April,  1823,  and  to 
continue  for  a  term  of  forty-four  years,  and  then  to  cease. 
This  charge  is  commonly  called  "  the  dead  weight." 

In  the  latter  end  of  this  year  the  bank  commenced  ad- 
vancing money  upon  the  security  of  government  stock. 
It  also  lent  ^1,500,000  to  the  East  India  Company. 

1824.  The  bank  extended  its  advances  upon  stock,  and 
commenced  lending  money  on  mortgage. 

The  old  four  per  cents,  were  reduced  to  three  and  a  half 
per  cent.  The  new  stock  is  called  "  Three  and  a  half  per 
cent,  reduced." 

This  and  the  subsequent  year  were  remai-kable  for  the 
commencement  of  a  great  number  of  joint-stock  companies. 
The  total  number  of  projects  was  six  hundred  and  twenty- 
four,  and  to  carry  them  all  into  effect  would  have  required 
a  capital  of  =£372,173,100.  They  have  been  thus  classi- 
fied :  »— 


74  Mining  Companies 

29  Gas  ditto      . 

20  Insurance  ditto     . 

29  Investment  ditto 

54  Canal  Eailroad  ditto 

67  Steam  ditto  . 

11  Trading  ditto 


Capital. 

£ 
38,370,000 
12,077,000 
35,820,000 
52,600,000 
44,051,000 
8;555,500 
10,450,000 


'  See  A  Complete  View  (if  the  Joint-Stock  Companies  formed  during 
the  years  1824  and  1825,  by  Henry  English. 
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Capital, 
£ 

26  Building  Companies      .         .        .         13,781,000 

24  Provision  ditto      ....  8,360,000 

290  Miscellaneous  ditto       .         .         .       148,108,600 


624  .£372,173,100 

The  above  companies  are  divided  by  Mr.  English  into 
four  classes.  First,  companies  which  continued  to  exist  in 
the  year  1827  ;  secondly,  companies  whose  shares  had  been 
sold  in  the  market,  but  were  afterwards  abandoned ;  thirdly, 
companies  which  published  prospectuses,  or  which  were 
announced  in  the  papers,  but  which  are  not  known  to  have 
issued  shares  ;  fourthly,  companies,  the  formation  of  which 
was  noticed  in  the  public  papers,  but  the  particulars  not 
specified. 

The  following  is  the  general  summary  : — 


Companies. 

Capital  required. 

Amount 
actually 
advanced. 

127  Companies  existing  in  182  7 

118  do.  abandoned  . 

236  do.  projected    . 

143  do.  do.  not  particularized 

£ 

102,781,600 
56,606,500 

143,610,000 
69,175,000 

£ 

15,185,950 
2,419,675 

624  ^372,173,100    ^17,605,625 

Besides  the  capital  required  for  the  above  companies, 
large  sums  of  money  were  granted  as  loans  to  foreign 
Powers,  as  appears  from  the  following  table : — 
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A  list  of  the  foreign  loans  contracted  in  England,  witli  the 
aniovints  of  the  same,  the  names  of  the  contractors,  the 
years  in  which  the  contracts  were  made,  and  the  prices 
at  which  they  were  issued. 


Per 

Per 

^        Cent 

Cent. 

Austrian  .     .     . 

2,500,000 

5 

N.  M.  Rothschild     .     . 

1823 

82 

Brazilian  .     .     . 

3,200,000 

)) 

T.  Wilson  &  Co.      .     . 

1824 

75 

Ditto    .     .     .     , 

2,000,000 

„ 

N.  M.  Rothschild     .     , 

1825 

85 

Buenos  Ayi-cs    . 

1,000,000 

6 

Baring  Brothers  .     .     . 

1824 

85 

Chili    .    .     .     . 

1,000,000 

55 

Hullett  Brotliers      .     . 

1822 

70 

Columbian     .     . 

2,000,000 

,, 

Herring,  Graham,  &  Co. 

1822 

84 

Ditto    .     .     . 

4,750,000 

,, 

B.A.Goldschmidt&Co. 

1824 

88i 

Danish      .     . 

5,500,000 

3 

T.  Wilson  &  Co.       .     . 

1825 

75" 

Greek  .     .     . 

800,000 

5 

Loughnan  &  Co.      .     . 

1824 

59 

Ditto    .     .     . 

1,000,000 

55 

Ricardos 

1825 

56^ 

Guatemala    . 

1,428,571 

6 

I.  &  A.  Powles    .     .     . 

1825 

73 

Guadaljava    . 

600,000 

5 

W.  Ellvvard,  jun.     ,     . 

1825 

60 

Mexican   .     . 

3,200,000 

5> 

B.A.Goldschmidt&Co. 

1824 

58 

Ditto    .     .     . 

.     3,200,000 

6 

Barclay,  Herring,  &  Co. 

1825 

89| 

Neapolitan     . 

.     2,500,000 

5 

N.M.Rothschild     .     . 

1824 

92^ 

Prussian  .     . 

.     5,000,000 

„ 

Ditto 

1818 

72 

Ditto    .     .     . 

.     3,500,000 

55 

Ditto 

1822 

84 

Portuguese    . 

.     1,500,000 

,, 

B.  A.  Goldschmidt  &  Co. 

1823 

87 

Peruvian  .    . 

450,000 

6 

Frys  and  Chapman  .     . 

1822 

88 

Ditto    .    .     . 

750,000 

55 

Ditto 

1824 

82 

Ditto    .     .     . 

016,000 

„ 

Ditto 

1825 

78 

Russian    .     . 

,     3,500,000 

5 

N.  M.  Rothschild    .     . 

1822 

82 

Spanish 

.     1,500,000 

„ 

A.  F.  Haldimand     .     . 

1821 

56 

Ditto    .     .     . 

.      1,500,000 

55 

J.  Campbell  &  Co.  .     . 

1823 

30i 

£52,994,571 

1825.  At  the  commencement  of  this  year  there  was  every 
appearance  of  general  j  rosperity,  but  in  December  occurred 

"  THE   PANIC." 

The  course  of  exchange  txMng  imfavourable,  had  occa- 
sioned a  demand  for  gold  fur  rxportatiou.  The  bank  be- 
came under  the  necessity  of  ifstrMiiiini;-  its  issues. 
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The  house  of  Sir  Peter  Pole  and  Co.,  who  were  agents  to 
several  country  banks,  stopped  payment.  This  occasioned 
a  general  alarm,  and  the  notes  of  private  bankers  became 
discredited  throughout  the  country.  As  the  bank  had 
ceased  to  issue  notes  under  =£5,  it  was  obliged  to  find 
gold  for  the  country  bankers  to  pay  off  their  notes ;  but 
the  gold  failing,  the  bank  reissued  its  £,1  notes,  some  of 
which,  happily,  had  not  been  destroyed.  Notwithstanding 
the  great  liberality  of  the  bank,  several  London  bankers, 
and  a  much  greater  number  of  country  bankers,  were 
obliged  to  suspend  their  payments.  Most  of  the  joint-stock 
companies  that  had  been  formed  in  the  season  of  specula- 
tion fell  to  the  ground.^ 

The  following  is  the  opinion  of  J.  H.  Palmer,  Esq.,  the 
governor  of  the  bank,  as  to  the  causes  of  the  wild  spirit  of 
speculation  which  had  preceded  the  panic  : — 

"  Will  you  state  to  the  committee  what,  in  your  opinion, 
was  the  nature  and  the  march  of  the  crisis  in  1825  ? — I 
have  always  considered  that  the  first  step  towards  the  ex- 
citement was  the  reduction  of  the  interest  upon  the  govern- 
ment securities  ;  the  first  movement  in  that  respect  was,  I 
think,  upon  <£1 35, 000,000  of  five  per  cents  ,  which  took 
place  in  1823.  In  the  subsequent  year,  1824,  followed  the 
reduction  of  =£80,000,000  of  four  per  cents.  I  have  always 
considered  that  reduction  of  interests,  one-fifth  in  one 
case,  and  one-eighth  in  the  other,  to  have  created  the 
feverish  feeling  in  the  minds  of  the  public  at  large,  which 
prompted  almost  everybody  to  entertain  any  proposition 

'  The  crisis  was  at  its  height  from  Monday,  the  12th,  to  Saturday, 
the  17th  December.  Up  to  the  night  of  Wednesday  the  bank  restricted 
its  issues,  to  the  ruin  of  houses  of  first-rate  importance.  Becoming  sen 
sibie  of  its  error,  it  discounted  liberal!}'  the  three  last  days  of  the  week, 
i-suing  upwards  of  £5,000,000  of  notes  ;  otherwise,  the  ruin  would  have 
lit^eii  universal.. 

F 
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for  investment,  however  absurd,  whicli  was  tendered.  The 
excitement  of  that  period  was  further  promoted  by  the 
acknowledgment  of  the  South  American  republics  by  this 
country,  and  the  inducements  held  out  for  engaging  in 
mining  operations,  and  loans  to  those  governments,  in 
which  all  classes  of  the  community  in  England  seem  to 
have  partaken  almost  simultaneously.  With  those  specu- 
lations arose  general  speculation  in  commercial  produce, 
which  had  an  effect  of  disturbing  the  relative  values  between 
this  and  other  countries,  and  creating  an  unfavourable 
foreign  exchange,  which  continued  from  October,  1824,  to 
November,  1825,  causing  a  very  considerable  export  of 
bullion  from  the  bank,  about  seven  millions  and  a  half. 
Commercial  speculations  had  induced  some  bankers,  one 
particularly,  to  invest  money  in  securities  not  strictly  con- 
vertible, to  a  larger  extent  than  was  prudent ;  they  were 
also  largely  connected  with  country  bankers.  I  allude  to 
the  house  of  Messrs.  Pole  and  Co.,  a  house  originally  pos- 
sessed of  very  great  property,  in  the  persons  of  the  part- 
ners, but  which  fell  with  the  circumstances  of  the  times. 
The  failure  of  that  banking-house  was  the  first  decisive 
check  to  commercial  and  banking  credit,  and  brought  at 
once  a  vast  number  of  country  bankers,  which  were  in  cor- 
respondence with  it,  into  difficulties.  That  discredit  was 
followed  by  a  general  discredit  throughout  London  and  the 
interior." 

Some  of  the  other  witnesses  considered  the  panic  to  have 
arisen  from  an  over-issue  of  notes  on  the  part  of  the  Bank 
of  England  and  the  country  bankers.  But  whatever  may 
have  been  the  cause,  the  bank  certainly  acted  with  great 
liberality  at  the  period  of  the  alarm,  even  at  the  risk  of  ita 
own  stoppage  of  payment. 

"  Will  you  describe  the  manner  in  which  the  bank  lent 
its  assistance  at  that  time  ? — We  lent  it  by  every  possible 


TRACTICE   OF   BANKING.  67 

meaus,  and  in  modes  that  we  never  had  adopted  before. 
We  took  in  stock  as  security,  we  purchased  exchequer  bills, 
we  made  advances  on  exchequer  bills,  we  not  only  dis- 
counted outright,  but  we  made  advances  on  deposit  of  bills 
of  exchange  to  an  immense  amount ;  in  short,  by  every 
possible  means  consistent  with  the  safety  of  the  bank  ;  and 
we  were  not,  upon  some  occasions,  over  nice ;  seeing  the 
dreadful  state  in  which  the  public  were,  we  I'endered  ever}"" 
assistance  in  our  power. 

"  Did  any  communication  take  place  between  the  bank 
and  the  government  respecting  an  order  in  council  to  re- 
strain payments  in  gold  at  that  period  ? — ^Tes ;  it  was 
suggested  by  the  bank. 

"  What  answer  did  his  Majesty's  government  give  to 
that  ? — They  resisted  it  from  first  to  last. 

"  The  Bank  of  England  issued  one-pound  notes  at  that 
period.  Was  that  done  to  protect  its  remaining  treasure  ? 
— Decidedly  ;  and  it  worked  wonders,  and  it  was  by  great 
good  luck  that  we  had  the  means  of  doing  it :  because  one 
box  containing  a  quantity  of  one-pound  notes  had  been  over- 
looked, and  they  were  forthcoming  at  the  lucky  moment. 

"  Had  there  been  no  foresight  in  the  preparation  of  these 
one-pound  notes  ? — None  whatever,  I  solemnly  declare. 

"  Do  you  think  that  issuing  of  the  one-pound  notes  did 
avert  a  complete  drain  ? — As  far  as  my  judgment  goes,  it 
(saved  the  credit  of  the  country." 

Evidence  of  Jeremiah  Harman,  Esq.  (p.  154.) 

On  the  last  day  of  December,  1826,  the  coin  and  bullion 
m  the  bank  amounted  to  only  ^£1, 260,890. 

1826.  Jan.  13.  The  government  made  a  communication 
to  the  bank  directors,  stating  its  intention,  in  order  to 
prevent  a  recurrence  of  panic,  to  propose  to  parliament  the 
gradual  abolition  of  country  bank  notes  under  ^5,  and 
also  proposing  to  the  bank, — 
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"  First,  That  tlie  Bank  of  England  should  establish 
branches  of  its  own  body  in  different  parts  of  the  country. 

"  Secondly,  That  the  Bank  of  England  should  give  up  its 
exclusive  privilege  as  to  the  number  of  partners  engaged 
in  banking,  except  within  a  certain  distance  from  the 
metropolis." 

The  directors  were  at  first  unwilling  to  establish 
branches,  but  ultimately  they  acceded  to  both  the  above 
propositions. 

The  government  also  induced  the  bank  to  make  advances 
upon  the  security  of  goods,  and  accordingly  the  bank  esta- 
blished boards  for  this  purpose  at  the  following  places,  and 
advanced  to  the  undermentioned  amounts : — 


£ 

£ 

Manchester 

.  115,490 

Huddersfield 

30,300 

Glasgow  . 

.     81,700 

Birmingham 

19,600 

Sheffield  . 

.     59,500 

Dundee     . 

16,500 

Liverpool . 

.     41,450 

Norwich    . 

2,400 

To  carry  these  measures  into  effect  several  Acts  of  Par- 
liament were  passed,  viz. : — 

"  An  Act  to  facilitate  the  advancing  of  money  by  the 
Governors  and  Company  of  the  Bank  of  England,  upon 
deposits  and  pledges"  (7  Geo.  IV.  c.  7).  It  was  enacted 
that  persons  in  possession  of  bills  of  lading,  warrants,  &c., 
should  be  deemed  owners  of  the  goods  therein  mentioned, 
so  far  as  to  make  valid  any  contracts  for  the  advance  of 
money  thereupon  by  the  Bank  of  England. 

"  An  Act  to  limit,  and  after  a  certain  period  to  jDrohibit, 
the  issuing  of  promissory  notes,  under  a  limited  sum,  in 
England"  (7  Geo.  IV.  c.  6).  By  this  Act,  no  further  notes 
under  £5  were  allowed  to  be  stamped,  and  those  already 
stamped  could  not  be  issued  or  re-issued  after  the  5th  of 
April,  1829,  under  a  penalty  of  ^20.    The  Bank  of  England 
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was  required  to  make  monthly  returns  to  tlie  Treasury  of 
the  weekly  amounts  of  their  notes  in  circulation  under  ^85, 
to  be  published  in  the  Gazette,  and  laid  before  parlia- 
ment. And  after  the  5th  of  April,  1829,  all  bankers' 
notes  under  ,£20  were  to  be  made  payable  at  the  place  of 
issue,  though  they  might  also  be  made  payable  at  other 
places. 

"An  Act  for  the  better  regulating  co-partnerships  of 
certain  bankers  in  England,"  &c.  (7  Geo.  IV.  c.  46).  Ac- 
cording to  this  Act — 

1.  Banks  having  more  than  six  partners  might  carry  on 
business  in  England  at  a  greater  distance  than  sixty-five 
miles  from  London,  provided  they  have  no  establishment 
as  bankers  in  London,  and  that  all  the  partners  are  liable 
for  the  whole  debts  of  the  bank. 

2.  The  banks  shall  not  issue  their  notes  at  a  place  within 
sixty-five  miles  from  London,  nor  draw  any  bills  on  London 
for  a  less  amount  than  £50. 

3.  The  banks  may  sue,  and  be  sued,  in  the  name  of  their 
public  officers ;  and  when  judgment  is  obtained  against 
such  public  officers,  execution  may  be  issued  against  any 
member  of  the  co-partnership. 

4.  Previous  to  issuing  notes,  the  bank  shall  deliver  to 
the  Stamp  Office,  schedules  containing  the  name  or  title  of 
the  bank — the  names  and  places  of  abode  of  all  the  part- 
ners— the  names  of  the  places  where  the  banks  are  esta- 
blished— and  the  names  and  descriptions  of  the  public 
officers  in  whose  name  the  bank  wishes  to  sue  and  be  sued. 

5.  These  banks  are  allowed  to  compound  for  the  stamp 
duties  on  their  notes,  at  the  rate  of  seven  shillings  per 
annum  for  every  dfilOO  in  circulation. 

By  the  fifteenth  clause  of  this  Act,  the  Bank  of  England 
was  expressly  authorized  to  establish  branches.  This  was 
enacted  to  "  prevent  any  doubts  that  might  arise  "  upon 
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the  subject.  The  bank  accordingly  opened  branches  thia 
year  at  Gloucester,  Manchester,  and  Swansea. 

The  extension  of  the  branches  of  the  Bank  of  England 
this  year  occasioned  great  dissatisfaction  among  the  country 
bankers.  The  establishment  of  rival  banks  in  their  own 
neighbourhood,  was  a  circumstance  that  the  country 
bankers  could  not  view  with  indifference.  They  declared 
that  the  Bank  of  England,  and  not  themselves,  had  been 
the  cause  of  the  previous  spirit  of  speculation ;  that  the 
Bank  of  England,  by  their  advances  to  government  and 
loans  on  mortgage,  had  made  excessive  issues,  and  that  now 
to  extend  their  influence,  at  the  expense  of  the  country 
bankers,  was  to  reward  the  guilty  and  to  punish  the  inno- 
cent. The  coimtry  bankers  had  been  accustomed  to  charge 
five  per  cent,  on  the  bills  they  discounted,  and  at  some 
places  five  or  six  shillings  commission  besides  the  discount, 
but  the  branches  of  the  Bank  of  England  charged  only 
four  per  cent.,  without  any  commission.  The  country 
bankers  were  of  course  compelled  to  do  business  on  the 
same  terms,  or  to  permit  their  customers  to  go  to  the 
branch.  The  chief  advantage  the  country  bankers  pos- 
sessed over  the  branch  banks  was,  that  they  continued  to 
allow  interest  on  deposits,  which  the  branch  banks  did 
not.  But  the  additional  confidence  which  was  then  pos- 
sessed by  the  branch  banks  may,  notwithstanding,  have 
induced  some  depositors  to  give  them  a  preference  to  the 
country  bankers. 

On  December  7,  the  coimtiy  bankers  held  a  meeting  at 
the  London  Tavern,  Bishopsgate  Street,  where  they  passed 
several  resolutions,  and  appointed  a  deputation  to  wait 
upon  Lord  Goderich,  the  first  Lord  of  the  Treasury,  and 
Mr.  Herries,  the  Chancellor  the  Exchequer.  Among  other 
resolutions  were  the  following : — 

"That  th3  late  measures  of  the  Bank  of  England  in  the 
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establislimeut  of  brancli  banks  have  the  evident  tendency 
to  subvert  tke  general  banking  system  that  has  long  existed 
throughout  the  country,  and  which  has  grown  up  with,  and 
been  adapted  to,  the  wants  and  conveniences  of  the  public. 

"  That  it  can  be  distinctly  proved  that  the  prosperity  of 
trade,  the  support  of  agriculture,  the  increase  of  general 
improvement,  and  the  productiveness  of  the  national 
revenue,  are  intimately  connected  with  the  existing  system 
of  banking. 

"  That  the  country  bankers  would  not  complain  of  rival 
establishments,  founded  upon  equal  terms ;  but  they  do 
complain  of  being  required  to  compete  with  a  great  com- 
pany, possessing  a  monopoly  and  exclusive  privileges. 

"  That  should  this  great  corporation,  conducted  by  direc- 
tors who  are  not  personally  responsible,  succeed,  by  means 
of  these  exclusive  advantages,  in  their  apparent  object  of 
supplanting  the  existing  banking  establishments,  they  will 
thereby  be  rendered  masters  of  the  circulation  of  the 
country,  which  they  will  be  enabled  to  contract  or  expand 
according  to  their  own  will,  and  thus  be  armed  with  a 
tremendous  power  and  influence,  dangerous  to  the  stability 
of  property  and  the  indej^endence  of  the  country." 

At  a  meeting  held  at  the  same  place,  on  the  16th  of 
December,  Sir  John  Wrottesley,  Bart.,  M.P.,  the  chairman, 
reported  to  the  meeting  the  result  of  the  interview  of  the 
deputation  with  Lord  Goderich  and  the  Chancellor  of  the 
Exchequer  on  that  day,  and  read  their  answer  as  follows  : 
"  Lord  Groderich  and  the  Chancellor  of  the  Exchequer 
stated  to  the  deputation,  that  they  were  fully  sensible  of 
the  great  importance  of  the  subjects  which  were  brought 
before  them  by  the  deputation ;  and  that,  although  it  was 
obviously  impossible  that  they  could  undertake,  on  the 
part  of  the  government,  to  express  upon  that  occasion 
any  opinion  upon  the  matters  under  consideration,  they 
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could  assure  the  deputation  that  all  that  had  been  com- 
municated should  receive  the  most  deliberate  and  serious 
attention." 

The  country  bankers  complained,  too,  that  the  branch 
banks,  instead  of  meeting  them  on  the  footing  of  equality, 
had  refused  to  take  their  notes,  unless  the  bankers  had 
previously  opened  accounts  with  the  branch  banks,  and 
provided  funds  for  the  purpose. 

1828.  Another  subject  of  complaint  on  the  part  of  the 
country  bankers. — The  Bank  of  England  had  always  issued 
its  notes  and  j^ost-bills  unstampeo.  in  consideration  of 
paying,  as  a  composition  for  the  stamp  duties,  ,£3,500  per 
annum  on  every  dSl, 000,000  in  circulation.  When  the 
branches  were  established  it  issued  bills,  drawn  upon 
the  parent  establishment  in  London,  at  twenty-one  days 
after  date,  without  being  stamped,  alleging  that  these 
were  included  in  their  ..omposition.  At  the  same  time  the 
country  bankers  could  not  draw  bills  upon  London  without 
paying  the  stamp  duty.  In  a  memorial  presented  to  the 
government  by  the  bankers  in  the  town  and  neighbourhood 
of  Birmingham,  it  was  shown  that  the  stamp  duty  on  a 
bill  drawn  at  twenty-one  days  on  London,  is  three  shillings 
and  sixpence,  while  under  the  composition  the  Bank  of 
England  would  pay  but  fivepence ;  and  that  a  circulation 
throughout  the  year  of  ^10,000,  in  bills  of  exchange  of 
c£20  each,  would  subject  the  Bank  of  England  to  a  pay- 
ment, in  lieu  of  stamp  duty,  of  only  d£35,  while  other  banks 
would  have  to  pay  ^650.  An  Act  of  Parliament  (9  Geo.  IV. 
c.  23)  was  accordingly  passed,  to  enable  country  bankers 
to  compound  for  their  stamp  duties  on  the  same  terms  as 
the  Bank  of  England,  and  to  include  bills  drawn  upon 
London  at  twenty- one  days'  date  in  the  composition.  By 
this  law  the  country  bankers  have  the  advantage  of  paying 
duty  only  on  the  amount  of  notes  in  circulation. 
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1828.  May  9.  "  The  humble  memorial  of  the  country 
bankers  in  England  and  Wales  "  was  presented  to  "  the 
Lords  Commissioners  of  his  Majesty's  Treasury"  against 
the  branch  banks.     It  concludes  thus  : — 

"  Tour  memorialists  therefore  deeply  regret  that  your 
lordships  do  not  feel  justified  in  adopting  measures  for  the 
withdrawal  of  the  branch  banks,  and  they  hope  that  your 
lordships  will  be  pleased,  as  far  as  ^ies  in  your  lordships' 
power,  to  prevent  any  interference  with  the  business  of 
your  memorialists ;  and  that  your  lordships  will  be  pleased 
to  institute  an  inquiry  into  the  system  of  country  banking, 
and  take  into  your  lordships'  consideration  the  claims  of 
the  country  bankers  to  be  regarded  as  parties  in  the  in- 
tended application  for  the  renewal  of  the  bank  charter,  and 
that  no  special  privilege  or  monopoly  be  granted  or  con- 
tinued to  the  governor  and  company  of  the  Bank  of 
England ;  but  that  they  may  be  placed  on  a  perfect 
equality  with  country  bankers  in  the  competition  which, 
by  means  of  their  branches,  they  are  now  carrying  on  with 
your  memorialists." 

The  government  replied,  that  "  the  interests  of  the 
country  bankers  should  not  be  neglected  in  any  negotiation 
between  the  government  and  the  Bank  of  England  for  the 
renewal  of  the  bank  charter." 

1830.  The  government  reduced  the  interest  on  the  new 
four  per  cent,  stock  to  three  and  a  half  per  cent.  This 
stock  was  formed  in  the  year  1822,  by  the  reduction  of  the 
navy  five  per  cents,  to  four  per  cent.  The  holders  had  the 
option  of  receiving  for  every  =£100  new  four  per  cents,  either 
.£100  stock  at  three  and  a  half  per  cent.,  not  redeemable 
until  the  year  1840,  or  =£70  at  five  per  cent.,  not  redeemable 
until  the  year  1873.  Most  of  the  holders  chose  the  former. 
This  stock  is  called  "  new  three  and  a  half  per  cent.,"  and 
amounts  to  above  d£139,000,000.     The  other  stock,  formed 
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by  those  who  chose  the  =£70,  is  called  the  new  five  per 
cents.,  and  amounts  to  little  more  than  ^8466,000. 

1832.  May  22.  A  committee  of  secrecy  was  appointed 
by  the  House  of  Commons,  to  inquire  into  the  expediency 
of  renewing  the  charter  of  the  Bank  of  England,  and  into 
the  system  on  which  banks  of  issue  in  England  and  Wales 
are  conducted. 

On  the  11th  day  of  August  the  committee  delivered  the 
following  i-eport  :— 

"  The  secret  committee  appointed  to  inquire  into  the 
exj^ediency  of  renewing  the  charter  of  the  Bank  of  England, 
and  into  the  system  on  which  banks  of  issue  in  England 
and  Wales  are  conducted,  and  to  whom  the  petition  of  cer- 
tain directors  of  joint-stock  banking  companies  in  England 
was  referred,  and  who  were  empowered  to  report  the 
minutes  of  evidence  taken  before  them,  have  agreed  upon 
the  following  report : — 

"  Your  committee  have  applied  themselves  to  the  inquiry 
which  the  House  has  committed  to  them,  by  calling  for  all 
the  accounts  which  appeared  to  them  necessary  for  the 
purpose  of  elucidating  the  affairs  of  the  Bank  of  England, 
and  have  examined  evidence  for  the  purpose  of  ascertaining 
the  principles  on  which  it  regulates  the  issues  of  its  notes, 
and  conducts  its  general  transactions.  They  feel  bound  to 
state  that  the  directors  of  the  Bank  of  England  have 
afforded  to  them  every  facility  in  their  power,  and  have 
most  readily  and  candidly  answered  every  question  which 
has  been  put  to  them,  and  produced  every  account  which 
has  been  called  for.  The  committee  have  also  examined 
such  witnesses  as  appeared  to  them,  from  their  practical 
knowledge  and  experience,  most  likely  to  afford  information 
on  the  important  subjects  under  their  consideration,  who 
have  all  been  ready  to  give  the  committee  the  most  ample 
information. 
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"  The  principal  points  to  wliicli  they  have  directed  their 
attention  are — 

"  First. — Whether  the  paper  circulation  of  the  metropolis 
should  be  confined,  as  at  present,  to  the  issues  of  one  bank, 
and  that  a  commercial  company  ;  or  whether  a  competition 
of  different  banks  of  issue,  each  consistiiig  of  an  unlimited 
nvTml:>er  of  partners,  should  be  permitted. 

"  Secondly. — If  it  should  be  deemed  expedient  that  the 
paper  circulation  of  the  metropolis  should  be  confined,  a« 
at  present,  to  the  issues  of  one  bank,  how  far  the  whole  ot 
the  exclusive  privileges  possessed  by  the  Bank  of  England 
are  necessary  to  effect  this  object. 

"  Thirdly. — What  checks  can  be  provided  to  secure  for 
the  public  a  proper  management  of  banks  of  issue,  and 
especially  whether  it  would  be  expedient  and  safe  to  compel 
them  periodically  to  publish  their  accounts. 

"  With  respect  to  the  circulation  of  paper  in  this  coun- 
try, the  committee  have  examined, — First,  into  the  effect 
produced  by  the  establishment  of  the  branch  banks  of  the 
Bank  of  England  ;  and  secondly,  into  the  expediency  of 
encouraging  the  establishment  of  joint-stock  banks  of  issue 
in  the  country. 

"  On  all  these,  and  on  some  collateral  points,  more  or 
less  information  will  be  found  in  the  minutes  of  evidence  ; 
but  on  no  one  of  them  is  it  so  complete  as  to  justify  the 
committee  in  giving  a  decided  opinion. 

"  The  period  of  the  session  at  which  the  committee  com- 
menced their  labours,  the  importance  and  extent  of  the 
subjects,  and  the  approaching  close  of  the  session,  will 
sufficiently  account  to  the  House  for  the  limited  progress 
of  the  inquiry,  and  for  the  incompleteness  of  the  materials 
which  have  been  collected  for  the  purpose  of  forming  an 
opinion ; — they  have  thought  it  better,  therefore,  to  sub- 
mit the  whole   of  the  evidence  which  they  have  taken, 
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with  a  very  few  exceptions,  to  tlie  consideration  of  the 
House. 

"  In  their  opinion,  no  public  inconvenience  will  arise 
from  this  publication.  The  only  parts  of  the  evidence 
which  they  have  thought  it  necessary  to  suppress,  are  those 
which  relate  merely  to  the  private  interests  of  individuals. 

"  The  House  will  perceive  that  the  committee  have  pre- 
sented, as  part  of  the  evidence  which  they  have  taken,  th'^ 
actual  amount  of  bullion  at  different  times  in  the  hands  Oi 
the  Bank  of  England.  This  information  has  never  before 
been  given  to  the  public ;  it  is,  however,  very  essential  to 
a  complete  knowledge  of  the  subject,  and  if  it  had  been 
svippressed  by  the  committee,  many  parts  of  the  evidence 
would  have  been  imititelligible,  and  a  false  impression 
would  have  been  jjroduced  in  the  minds  of  the  public,  that 
the  bank  were  not  so  well  provided  with  bullion  as  is 
desirable,  which  might  have  a  very  ixijurious  effect.  The 
House  will,  however,  observe  that  the  bank  is  amply  pro- 
vided with  bullion  at  the  present  time  ;  and  it  does  not 
therefore  appear  to  the  committee  that  this  information 
being  now  given  to  the  public  can  be  productive  of  any 
injurious  consequences. 

"  The  committee,  however,  by  no  means  wish  it  to  be 
understood,  from  their  having  felt  themselves  called  upon 
to  include  this  evidence  in  their  report,  that  they  have 
formed  any  opinion  as  to  the  propriety  of  periodically 
publishing  the  affairs  of  this  or  of  any  other  bank  of  issue. 
There  appears  to  be  a  difference  between  a  publication  of 
the  affairs  of  the  bank  when  an  inquiry  is  instituted  for 
the  purpose  of  deciding  whether  the  bank  charter  shall  be 
renewed  or  not,  and  a  jjeriodical  publication  during  the 
course  of  its  ordinary  transactions. 

"  Of  the  ample  means  of  the  Bank  of  England  to  meet 
all  its  engagements,  and  of  the  high  credit  which  it  has 
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always  possessed  and  which  it  continues  to  deserve,  no  mnn 
who  reads  the  evidence  taken  before  this  committee  can 
for  a  moment  doubt ;  for  it  appears  that,  in  addition  to 
the  surplus  rest  in  the  hands  of  the  bank  itself,  amounting 
to  c£2,880,000,  the  capital  on  which  interest  is  paid  to  the 
proprietors,  and  for  which  the  State  is  debtor  to  the  bank, 
amounts  to  d£14,553,000,  making  no  less  a  sum  than 
.£17,433,000  over  and  above  all  its  liabilities." 

1833.  May  31.  A  meeting  of  the  proprietors  of  bank 
stock  was  held  at  the  Bank  of  England,  to  receive  a  com- 
munication from  the  court  of  directors,  of  the  result  of  the 
negotiation  with  his  Majesty's  government,  respecting  the 
renewal  of  the  bank  charter.  The  following  letter  from 
Lord  Althorp,  the  Chancellor  of  the  Exchequer,  was  read 
by  the  secretary  : — 

"  Downing  Street,  May  2,  1833. 
"  Gentlemen, 

"  After  duly  considering  the  conversation  I  have  had 
with  you,  the  substance  of  which  I  have  reported  to  my 
colleagues,  his  Majesty's  government  have  directed  me 
to  make  the  following  prop(^sals  to  you  for  the  purpose  of 
renewing  the  bank  charter. 

"  1.  We  propose  to  renew  the  charter  for  twenty-one 
years,  subject,  however,  to  this  condition : — ^that  if  at  the 
end  of  ten  years  the  then  existing  government  should  so 
think  fit,  they  may  give  a  twelvemonth's  notice  to  the 
bank  that  the  charter  shall  expire  at  the  end  of  eleven 
years. 

"  2.  That  no  banking  company  consisting  of  more  than  six 
partners  shall  issue  notes  payable  on  demand  within  the 
metropolis,  or  within  sixty-five  miles  from  the  metropolis. 
Banking  companies,  however,  consisting  of  any  number  of 
partners  established  at  a.  greater  distance  from  the  metro- 
polis than  sixty-five  miles,  shall  have  the  right  to  draw 
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bills  on  London  without  restriction  as  to  their  amounts^ 
and  to  issue  notes  payable  in  London. 

"  3.  Bank  of  England  notes  shall  be  a  legal  tender,  except 
at  the  Bank  of  England,  or  at  any  of  its  branches. 

"  4.  Bills  not  having  more  than  three  months  to  run 
before  they  become  due,  shall  not  be  subject  to  the  usury 
laws. 

"  5.  An  account,  similar  to  that  laid  before  the  bank 
committee,  of  the  amount  of  bullion  and  securities  in  the 
hands  of  the  bank,  and  of  the  amount  of  notes  in  circula- 
tion, and  of  the  deposits  in  the  hands  of  the  bank,  shall  be 
transmitted,  as  a  confidential  paper,  weekly,  to  the  Chan- 
cellor of  the  Exchequer :  these  accounts  shall  be  consoli- 
dated at  the  end  of  each  quarter,  and  the  average  state  of 
the  bank  accounts  for  the  preceding  quarter  published 
quarterly  in  the  Gazette. 

"  A  bill  will  also  be  introduced  into  Parliament,  with 
the  view  of  regulating  country  banks.  The  provisions  of 
this  measure  will  be  such  as  to  hold  out  an  inducement  to 
the  establishment  of  joint-stock  banks  who  will  not  issue 
their  own  notes. 

"  His  Majesty's  government  desire  me  to  call  your  atten- 
tion to  the  advantages  which  these  different  propositions 
are  likely  to  confer  upon  the  bank.  Their  tendency  must 
be  to  extend  the  circulation  of  its  notes,  and  by  relieving 
bills  at  short  dates  from  the  usury  laws  to  facilitate  its 
operations.  While,  on  the  other  hand,  the  only  relaxation 
in  its  exclusive  privileges,  as  they  at  present  exist,  which 
is  required  is,  the  permission  given  to  joint-stock  banks, 
established  at  a  greater  distance  than  sixty-five  miles  from 
the  metropolis,  to  draw  bills  and  to  issue  notes  payable  in 
London.  His  Majesty's  government,  therefore,  think  that 
they  have  a  right  to  expect  some  considerable  pecuniary 
advantages  from  the    bank   in  the   management  of  tlie 
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government  business.  They  consequently  propose  that 
government  should  repay  to  the  bank  twenty-five  per  cent, 
of  the  debts  of  =£14,500,000  now  due,  and  that  the  bank 
should  deduct  from  the  payments  made  to  them  from  the 
government  for  the  transaction  of  the  government  business 
the  annual  sum  of  ^8120,000. 

"  I  hope  that  this  proposal  will  be  satisfactory  to  the 
bank  directors,  and  that  by  making  this  arrangement  an 
end  may  be  speedily  put  to  the  suspense  now  existing. 
"  I  have  the  honour  to  be, 
"  Gentlemen, 
"  Your  most  obedient  humble  servant, 

"  Althoep. 
*'  To  the  Governor  and  Deputy-Governor 
of  the  Bank  of  England." 

After  some  discussion,  the  further  consideration  of  this 
letter  was  adjourned  to  a  future  meeting. 

On  the  same  evening  Lord  Althorp  brought  forward  the 
subject  in  the  House  of  Commons.  Besides  the  measures 
that  were  connected  with  the  Bank  of  England,  he  an- 
nounced the  measures  for  regulating  country  banks.  These 
were— 

1.  That  government  should  have  the  power  of  granting 
charters  to  joint-stock  banks  issuing  notes  beyond  sixty- 
five  miles  from  London,  and  to  joint-stock  banks  within 
the  sixty -five  miles,  provided  they  issued  only  the  notes  of 
the  Bank  of  England. 

2.  That  the  joint-stock  banks  which  issued  notes  should 
be  required  to  pay  up  one-half  of  their  capital,  and  all  the 
shareholders  be  answerable  individually  to  the  fuU  extent 
of  their  property. 

3.  That  the  joint-stock  banks  which  did  not  issue  their 
own  notes  should  be  required  to  pay  up  only  one-fourth  of 
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their  caj)ital,  and  the  shareholders  be  responsible  only  to 
the  amounts  of  their  shares. 

4.  That  the  government  when  granting  the  charter 
should  have  the  power  to  decide  whether  the  amount  of 
capital  subscribed  was  a  sufl&cient  amount  for  the  place  in 
which  the  bank  was  situated. 

5.  That  each  private  bank  should  be  required  to  send  a 
statement  of  its  accounts  to  the  government  in  London,  as 
a  strictly  confidential  paper,  which  was  not  to  be  published 
in  a  separate  form,  but,  the  accounts  being  added  together, 
the  total  results  should  be  given  to  the  public  periodically. 

6.  That  to  enable  the  government  to  know  the  total 
amount  of  notes  in  circulation,  each  private  bank,  as  well 
as  each  joint-stock  bank,  should  be  compelled  to  compound 
for  the  stamp  duties. 

The  Bank  of  England  proprietors  agreed,  at  a  subsequent 
meeting,  to  the  measures  which  had  a  reference  to  them. 
But  the  country  bankers  expressed  great  dissatisfaction ; 
and  on  the  12th  of  June  they  presented  a  memorial  to  Earl 
Grey,  the  first  Lord  of  the  Treasury,  and  to  Lord  Althorp, 
the  Chancellor  of  the  Exchequer,  upon  the  subject.  In 
consequence  of  the  opposition  of  the  country  bankers, 
Lord  Althorp  j)Ostponed  his  measures  for  the  regulation  of 
the  private  and  joint-stock  banks,  and  carried  forward  his 
plan  for  the  renewal  of  the  charter  of  the  Bank  of  England. 
The  following  bill  was  ultimately  passed  into  a  law  : — 

An  Act  (3  and  4  Will.  IV.  c.  98)  for  giving  to  the  corpo- 
ration of  the  Governor  and  Company  of  the  Bank  of  Eng- 
land certain  privileges,  for  a  limited  period,  under  certain 
conditions,  was  passed  August  29,  1833. 

"  Whereas  an  Act  was  passed  in  the  39th  and  40th  years 
of  the  reign  of  his  Majesty  King  George  III.,  intituled. 
An  Act  for  establishing  an  agreement  with  the  Governor 
and  Company  of  the  Bank  of  England,  for  advancing  the 
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sum  of  .£3,000,000  towards  the  supply  for  the  service  of 
the  year  1800 :  and  whereas  it  was  by  the  said  recited  Act 
declared  and  enacted,  that  the  said  governor  and  company 
should  be  and  continue  a  corporation,  with  such  powers, 
authorities,  emoluments,  profits,  and  advantages,  and  such 
privileges  of  exclusive  banking,  as  are  in  the  said  recited 
Act  specified,  subject  nevertheless  to  the  powers  and  con- 
ditions of  redemption,  and  on  the  terms  in  the  said  Act 
mentioned  :  and  whereas  an  Act  passed  in  the  7th  year  of 
the  reign  of  his  late  Majesty  King  George  IV.,  intituled, 
An  Act  for  the  better  regulating  co-partnerships  of  certain 
bankers  in  England,  and  for  amending  so  much  of  an  Act 
of  the  39th  and  40th  years  of  the  reign  of  his  late  Majesty 
King  George  III.,  intituled.  An  Act  for  establishing  an 
agreement  with  the  Governor  and  Company  of  the  Bank 
of  England  for  advancing  the  sum  of  .£3,000,000  towards 
the  supply  for  the  service  of  the  year  1800,  as  relates  to 
the  same :  and  whereas  it  is  expedient  that  certain  privi- 
leges of  exclusive  banking  should  be  continued  to  the  said 
governor  and  company  for  a  fui'ther  limited  period,  upon 
certain  conditions  :  and  whereas  the  said  Governor  and 
Company  of  the  Bank  of  England  are  willing  to  deduct 
and  allow  to  the  public,  from  the  sums  now  payable  to  the 
said  governor  and  company  for  the  charges  of  management 
of  the  public  unredeemed  debt,  the  annual  sum  hei'einafter 
mentioned,  and  for  the  period  in  this  Act  specified,  provided 
the  privilege  of  exclusive  banking  specified  in  this  Act  is 
continued  to  the  said  governor  and  company  for  the  period 
specified  in  this  Act." 

Bank  of  England  to  enjoy  an  exclusive  privilege  of  bank- 
ing upon  certain  conditions  : — 

"  May  it  therefore  please  your  Majesty  that  it  may  be 
enacted,  and  be  it  enacted  by  the  King's  most  excellent 
Majesty,  by  and  with  the  advice  and  consent  of  the  lords 
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spiritual  and  temporal,  and  commons,  in  this  present  Par- 
liament assembled,  and  by  the  authority  of  the  same,  that 
the  said  Grovemor  and  Company  of  the  Bank  of  England 
shall  have  and  enjoy  such  exclusive  privilege  of  banking  as 
is  given  by  this  Act,  as  a  body  corporate,  for  the  period 
and  upon  the  terms  and  conditions  hereinafter  mentioned, 
and  subject  to  termination  of  such  exclusive  privilege  at 
the  time  and  in  the  manner  in  this  Act  specified." 

During  such  privilege,  no  banking  company  of  more 
than  six  persons  to  issue  notes  payable  on  demand,  within 
London  or  sixty-five  miles  thereof : — 

"And  be  it  further  enacted,  that  during  the  continuance 
of  the  said  privilege,  no  body  politic  or  corporate,  and  no 
society,  or  company,  or  persons  united  or  to  be  united 
in  covenants  or  partnerships,  exceeding  six  persons,  shall 
make  or  issue  in  London,  or  within  sixty-five  miles 
thereof,  any  bill  of  exchange  or  promissory  note,  or 
engagement  for  the  payment  of  money  on  demand,  or 
upon  which  any  person  holding  the  same  may  obtain  pay- 
ment on  demand,  provided  always,  that  nothing  herein 
or  in  the  said  recited  Act  of  the  7th  year  of  the  reign  of 
his  late  Majesty  King  George  IV.  contained  shall  be  con- 
strued to  prevent  any  body  politic  or  corporate,  or  any 
society  or  company,  or  incorporated  company  or  corpora- 
tion, or  co-partnership,  carrying  on  and  transacting  bank- 
ing business  at  any  greater  distance  than  sixty-five  miles 
from  London,  and  not  having  any  house  of  business  or 
establishment  as  bankers  in  London,  or  within  sixty-five 
miles  thereof  (except  as  hereinafter  mentioned),  to  make 
and  issue  their  bills  and  notes,  payable  on  demand  or 
otherwise,  at  the  place  at  which  the  same  shall  be  issued, 
beiDg  more  than  sixty-five  miles  from  London,  and  also  in 
London,  and  to  have  an  agent  or  agents  in  London,  or  at 
any  other  place  at  which  such  bills  or  notes  shall  be  made 
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payable  for  the  purpose  of  payment  only,  but  no  such  bill 
or  note  shall  be  for  any  sum  less  than  £5,  or  be  re-issued 
in  London,  or  within  sixty-five  miles  thereof." 

Any  company  or  partnership  may  carry  on  the  business 
of  banking  in  London,  or  within  sixty-five  miles  thereof, 
uj^on  the  terms  herein  mentioned : — 

"  3.  And  whereas  the  intention  of  this  Act  is,  that  the 
Governor  and  Company  of  the  Bank  of  England  should, 
during  the  period  stated  in  this  Act  (subject,  nevertheless, 
to  such  redemption  as  is  described  in  this  Act),  continue 
to  hold  and  enjoy  all  the  exclusive  privileges  of  banking 
given  by  the  said  recited  Act  of  the  39th  and  40th  years 
of  the  reign  of  his  Majesty  King  George  III.  aforesaid, 
as  regulated  by  the  said  recited  Act  of  the  7th  year  of 
his  late  Majesty  King  George  IV.,  or  any  prior  or 
subsequent  Act  or  Acts  of  Parliament,  but  no  other  or 
further  exclusive  privilege  of  banking :  and  whereas  doubts 
have  arisen  as  to  the  construction  of  the  said  Acts,  and  as 
to  the  extent  of  such  exclusive  privilege  ;  and  it  is  expe- 
dient that  all  such  doubts  should  be  removed,  he  it  therefore 
declared  and  enacted,  that  any  body  politic  or  corporate,  or 
society,  or  company,  or  partnership,  although  consisting  of 
more  than  six  persons,  may  carry  on  the  trade  or  business  of 
banking  in  London,  or  within  sixty -five  miles  thereof ,  provided 
that  such  body  politic  or  corporate,  or  society,  or  company,  or 
partnership,  do  not  borrow,  owe,  or  tahe  up  in  England,  any 
sum  or  sums  of  money  on  their  bills  or  notes  payable  on 
dema7id,  or  at  any  less  time  than  six  months  from,  the  bor- 
rowing thereof,  during  the  continuance  of  the  privileges 
granted  by  this  Act  to  the  said  Governor  and  Company  of  the 
Bank  of  England" 

4.  All  notes  of  the  Bank  of  England,  payable  on  demand, 
which  shall  be  issued  out  of  London,  shall  be  payable  at 
the  place  where  issued,  &c. : — 
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"  Provided  always,  and  be  it  further  enacted,  tliat  from 
and  after  the  1st  day  of  August,  1834,  all  promissory  notes 
payable  on  demand  of  the  governor  and  company  of  the 
Bank  of  England,  which  shall  be  issued  at  any  place  in 
that  part  of  the  United  Kingdom  called  England,  out  of 
London,  where  the  trade  and  business  of  banking  shall  be 
carried  on  for  and  on  behalf  of  the  said  Governor  aud 
Company  of  the  Bank  of  England,  shall  be  made  payable 
at  the  jilace  where  such  promissory  notes  shall  be  issued ; 
and  it  shall  not  be  lawful  for  the  said  governor  and  com- 
pany, or  any  committee,  agent,  cashier,  ofl&cer,  or  servant 
of  the  said  governor  and  company,  to  issue,  at  any  such 
place  out  of  London,  any  promissory  note  payable  on 
demand  which  shall  not  be  made  payable  at  the  place 
where  the  same  shall  be  issued,  anything  in  the  said  recited 
Act  of  the  seventh  year  aforesaid,  to  the  contrary  notwith  • 
standing." 

Exclusive  privileges  hei'eby  given,  to  end  upon  one 
year's  notice,  given  at  the  end  of  ten  years  after  August, 
1834  ;  and  what  shall  be  deemed  sufficient  notice  : — 

"  5.  And  be  it  further  enacted,  that  upon  one  year's 
notice  given  within  six  months  after  the  expiration  of  ten 
years  from  the  1st  day  of  August,  1834,  and  upon  repay- 
ment by  Parliament  to  the  said  governor  and  company,  or 
their  successors,  of  all  principal  money,  interest,  or  annui- 
ties, which  may  be  due  from  the  public  to  the  said 
governor  and  company  at  the  time  of  the  expiration  of 
such  notice,  in  like  manner  as  is  hereinafter  stipulated  and 
provided,  in  the  event  of  such  notice  being  deferred  until 
after  the  1st  day  of  August,  1855,  the  said  exclusive  privi- 
leges of  banking  granted  by  this  Act  shall  cease  and  deter- 
mine at  the  expiration  of  such  year's  notice  ;  and  any  vote 
or  resolution  of  the  House  of  Commons,  signified  by  the 
Speaker  of  the  said  House  in  writing,  and  delivered  at  the 
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piililic  office  of  tlie  said  governor  and  company,  or  their 
su<-cessors,  shall  be  deemed  and  adjudged  to  be  a  sufficient 
notice." 

Banlv  notes  to  be  a  legal  tender,  except  at  the  bank  and 
branch  banks : — 

"  6.  And  be  it  further  enacted,  that  from  and  after  the 
1st  day  of  August,  1834,  unless  and  until  Parliament  shall 
otherwise  direct,  a  tender  of  a  note  or  notes  of  the 
Governor  and  Company  of  the  Bank  of  England,  expressed 
to  be  payable  to  bearer  on  demand,  shall  be  a  legal  tender, 
to  the  amount  expressed  in  such  note  or  notes,  and  shall 
be  taken  to  be  valid  as  a  tender  to  such  amount  for  all 
sums  above  =£5  on  all  occasions  on  which  any  tender  of 
m(mey  may  be  legally  made,  so  long  as  the  Bank  of  Eng- 
land shall  continue  to  pay  on  demand  their  said  notes  in 
legal  coin  :  provided  always,  that  no  such  note  or  notes 
shall  be  deemed  a  legal  tender  of  payment  by  the  Governor 
and  Company  of  the  Bank  of  England,  or  any  branch  bank 
of  the  said  governor  and  company  ;  but  the  said  governor 
and  company  are  not  to  become  liable  or  be  required  to 
pay  and  satisfy,  at  any  branch  bank  of  the  said  governor 
and  company,  any  note  or  notes  of  the  said  governor  and 
company  not  made  specially  payable  at  such  branch  bank  ; 
but  the  said  governor  and  company  shall  be  liable  to 
pay  and  satisfy  at  the  Bank  of  England  in  London  all 
notes  of  the  said  governor  and  company,  or  of  any  branch 
thereof." 

Bills  not  having  more  than  three  months  to  run,  not  to 
be  subject  to  usury  laws : — 

"  7.  And  be  it  further  enacted,  that  no  bill  of  exchange 
or  promissory  note  made  payable  at  or  within  three  months 
after  the  date  thereof,  or  not  having  more  than  three 
months  to  run,  shall,  by  reason  of  any  interest  taken 
thereon  or  secured  thereby,  or  any  agreement  to  pay,  or 
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receive,  or  allow  interest  in  discounting,  negotiating,  or 
transferring  the  same,  be  void,  nor  shall  the  liability  of 
any  party  to  any  bill  of  exchange  or  promissory  note  be 
affected  by  reason  of  any  statute  or  law  in  force  for  the 
prevention  of  usury,  nor  shall  any  person  or  persons  draw- 
ing, accepting,  indorsing,  or  signing  any  such  bill  or  note, 
or  lending  or  advancing  any  money,  or  taking  more  than 
the  present  rate  of  legal  interest  in  Great  Britain  and 
Ireland  respectively  for  the  loan  of  money  on  any  such  bill 
or  note,  be  subject  to  any  penalties  uuder  any  statute  or 
law  relating  to  usury,  or  any  other  penalty  or  forfeiture  ; 
anything  in  any  law  or  statute  relating  to  usury  in  any 
part  of  the  United  Kingdom  to  the  contrary  notwithstand- 
ing." 

Accounts  of  bullion,  &c.,  and  of  notes  in  circulation  to 
be  sent  weekly  to  the  Chancellor  of  the  Exchequer,  &c. : — 

"  8.  And  be  it  further  enacted,  that  an  account  of  the 
amount  of  bullion  and  securities  in  the  Bank  of  England 
belonging  to  the  said  governor  and  company,  and  of  notes 
in  circulation,  and  of  deposits  in  the  said  bank,  shall  be 
transmitted  weekly  to  the  Chancellor  of  the  Exchequer  for 
the  time  being,  and  such  accounts  shall  be  consolidated  at 
the  end  of  every  month,  and  an  average  state  of  the  bank 
accounts  of  the  preceding  three  months,  made  from  such 
consolidated  accounts  as  aforesaid,  shall  be  published  every 
month  in  the  nest  succeeding  '  London  Gazette.'  " 

Public  to  pay  the  bank  one-fourth  part  of  the  debt  of 
^14,686,800  :— 

"9.  And  be  it  further  enacted,  that  one-fourth  part  of 
the  debt  of  =£14,686,800  now  due  from  the  public  to  the 
Governor  and  Company  of  the  Bank  of  England,  shall  and 
may  be  repaid  to  the  said  governor  and  company." 

Capital  stock  of  the  bank  may  be  reduced : — 

"  10.  And  be  it  further  enacted,  that  a  general  court  of 
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proprietors  of  the  said  Governor  and  Company  of  the  Bank 
of  England  shall  be  held  at  some  time  between  the  passing 
of  this  Act  and  the  5th  day  of  October,  1834,  to  determine 
upon  the  propriety  of  dividing  and  appropriating  the  sum 
of  d£3, 638,250,  out  of  or  by  means  of  the  sum  to  be  repaid 
to  the  said  governor  and  company  as  hereinbefore  men- 
tioned, or  out  of  or  by  means  of  the  fund  to  be  provided 
for  that  purpose,  amongst  the  several  persons,  bodies 
politic  or  corporate,  who  may  be  proprietors  of  the  capital 
stock  of  the  said  governor  and  company  on  the  said  5th 
day  of  October,  1834,  and  upon  the  manner  and  the  time 
for  making  such  division  and  appropriation,  not  inconsis- 
tent with  the  provisions  for  that  purpose  herein  contained ; 
and  in  case  such  general  court  or  any  adjourned  general 
court,  shall  determine  that  it  will  be  proper  to  make  such 
division,  then,  but  not  otherwise,  the  capital  stock  of  the 
said  governor  and  company  shall  be,  and  the  same  is  hereby 
declared  to  be  reduced  from  the  sum  of  =£14,553,000,  of 
which  the  same  now  consists,  to  the  sum  of  ,£10,914,750, 
making  a  reduction  or  difference  of  ^83, 638, 250  capital 
stock,  and  such  reduction  shall  take  place  from  and  after 
the  said  5th  day  of  October,  1834 ;  and  thereupon  out  of 
or  by  means  of  the  sum  to  be  repaid  to  the  said  governor 
and  company  as  hereinbefore  mentioned,  or  out  of  or  by 
means  of  the  fund  to  be  provided  for  that  purpose,  the  sum 
of  £3,638,250  sterling,  or  such  proportion  of  the  said  fund 
as  shall  represent  the  same,  shall  be  appropriated  and 
divided  amongst  the  several  persons,  bodies  politic  or 
corporate,  who  may  be  proprietors  of  the  said  sum  of 
.£14,553,000  bank  stock  on  the  said  5th  day  of  Ocliober, 
1834,  at  the  rate  of  d£25  sterling  for  every  d£100  of  bank 
stock  which  such  persons,  bodies  politic  and  corporate,  may 
then  be  proprietors  of,  or  shall  have  standing  in  their  re- 
spective names  in  the  books  kept  by  the  said  governor  and 
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company  f oi*  the  entry  and  transfer  of  such  stock,  and  so  in 
proportion  for  a  greater  or  lesser  sum." 

Governor,  deputy- governor,  or  directors,  not  to  he 
disqualified  by  reduction  of  their  share  of  the  capita] 
stock : — 

"11.  Provided  always,  and  be  it  enacted,  that  the  re- 
duction of  the  share  of  each  proprietor  of  and  in  the 
capital  stock  of  the  said  Governor  and  Company  of  the 
Bank  of  England,  by  the  repayment  of  such  one-fourth 
pai't  thereof,  shall  not  disqualify  the  present  governor, 
deputy-governor,  or  directors,  or  any  or  either  of  them,  or 
any  governor,  deputy- governor,  or  director  who  may  be 
chosen  in  the  room  of  the  present  governor,  deputy-gover- 
nor, or  directors  at  any  time  before  the  general  court  of 
the  said  governor  and  company,  to  be  held  between  the 
25th  day  of  March  and  the  25th  day  of  April,  1835 :  pro- 
vided that  at  the  said  general  court,  and  from  and  after  the 
same,  no  governor,  deputy- governor,  or  director  of  the  said 
corporation  shall  be  capable  of  being  chosen  such  governor, 
deputy- governor,  or  director,  or  shall  continue  in  his  or 
their  respective  offices,  unless  he  or  they  respectively  shall 
at  the  time  of  such  choice  have,  and  during  such  his  re- 
spective office  continue  to  have,  in  his  and  their  respective 
names,  in  his  and  their  own  right,  and  for  his  and  their 
own  use,  the  respective  sums  or  shares  of  and  in  the 
capital  stock  of  the  said  corporation  in  and  by  the  charter 
of  the  said  governor  and  company  prescribed  as  the  quali- 
fication of  governor,  dei:)uty- governor,  and  directors  respec- 
tively." 

Proprietors  not  to  be  disqualified : — 

"  12.  Provided  also,  and  be  it  enacted,  that  no  proprietor 
shall  be  disqualified  from  attending  and  voting  at  any 
general  court  of  the  said  governor  and  company,  to  be  held 
between  the  said  5th  day  of  October,  1834,  and  the  25th 
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day  of  April,  1835,  in  consequence  of  the  share  of  such 
proprietor  of  and  in  the  capital  stock  of  the  said  governor 
and  company  having  been  reduced  by  such  repayment  as 
aforesaid  below  the  sum  of  ^£500  of  and  in  the  said  capital 
stock :  provided  such  proprietor  had  in  his  own  name  the 
full  sum  of  ^500  of  and  in  the  said  capital  stock  on 
the  said  5th  day  of  October,  1834 ;  nor  shall  any  proprie- 
tor be  required,  between  the  said  5th  day  of  October,  1834, 
and  the  25th  day  of  April,  1835,  to  take  the  oath  of  quali- 
fication in  the  said  charter." 

Bank  to  deduct  the  annual  sum  of  ^8120,000  from  sum 
allowed  for  management  of  national  debt : — 

"  13.  And  be  it  further  enacted,  that  from  and  after  the 
said  1st  day  of  August,  1834,  the  said  governor  and  com- 
pany, in  consideration  of  the  privileges  of  exclusive  bank- 
ing given  by  this  Act,  shall,  during  the  continuance  of 
such  privileges,  but  no  longer,  deduct  from  the  sums  now 
payable  to  the  said  governor  and  company,  for  the  charges 
of  management  of  the  public  unredeemed  debt,  the  annual 
sum  of  .£120,000,  anything  in  any  Act  or  Acts  of  Parlia- 
ment or  agreement  to  the  contrary  notwithstanding :  pro- 
vided always  that  such  deduction  shall  in  no  respect  pre- 
judice or  affect  the  right  of  the  said  governor  and  company 
to  be  paid  for  the  management  of  the  public  debt,  at  the 
rate  and  according  to  the  terms  provided  in  an  Act  passed 
in  the  48th  year  of  his  late  Majesty  King  George  III., 
intituled  '  An  Act  to  authorize  the  advancing  for  the  public 
service,  upon  certain  conditions,  a  proportion  of  the  balance 
remaining  in  the  Bank  of  England,  for  payment  of  un- 
claimed dividends,  annuities,  and  lottery  prizes,  and  for 
regulating  the  allowances  to  be  made  for  the  management 
of  the  national  debt.'  " 

Provisions  of  Act  39  and  40  Geo.  III.  to  remain  in  force, 
except  as  altered  by  this  Act : — 
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"  14.  And  be  it  further  enacted,  that  all  the  powers, 
authorities,  franchises,  privileges,  and  advantages  given  or 
recognized  by  the  said  recited  Act  of  the  39th  and  40th 
years  aforesaid,  as  belonging  to  or  enjoyed  by  the  Governor 
and  Company  of  the  Bank  of  England,  or  by  any  subsequent 
Act  or  Acts  of  Parliament,  shall  be  and  the  same  are 
hereby  declftred  to  be  in  full  force  and  continued  by  this 
Act,  except  as  far  as  the  same  are  altered  by  this  Act,  sub- 
ject, nevertheless,  to  such  redemption  upon  the  terms  and 
conditions  following;  (that  is  to  say),  that  at  any  time, 
upon  twelve  months'  notice,  to  be  given  after  the  1st  day 
of  August,  1855,  and  upon  repayment  by  Parliament  to  the 
said  governor  and  company,  or  their  successors,  of  the  sum 
of  .£11,015,100,  being  the  debt  which  will  remain  due  from 
the  public  to  the  said  governor  and  company  after  the 
I>ayment  of  the  one-fourth  of  the  debt  of  d£14,686,800  as 
hereinbefore  provided,  without  any  deduction,  discount,  or 
abatement  whatsoever,  and  upon  payment  to  the  said 
governor  and  company  and  their  successors  of  all  arrears 
of  the  sum  of  ,£100,000  per  annum,  in  the  said  Act  of  the 
39th  and  40th  years  aforesaid  mentioned,  together  with 
the  interest  or  annuities  payable  upon  the  said  debt  or  in 
respect  thereof,  and  also  upon  repayment  of  all  the  princi- 
pal and  interest  which  shall  be  owing  unto  the  said  gover- 
nor and  company  and  their  successors,  upon  all  such 
tallies,  exchequer  orders,  exchequer  bills,  or  parliamentary 
funds  which  the  said  governor  and  company  or  their  suc- 
cessors shall  have  remaining  in  then-  hands,  or  be  entitled 
to  at  the  time  of  such  notice  to  be  given  as  last  aforesaid, 
then  and  in  such  case,  and  not  till  then  (unless  under  the 
proviso  hereinbefore  contained),  the  said  exclusive  privi- 
leges of  banking  granted  by  this  Act  shall  cease  and 
determine  at  the  expiration  of  such  notice  of  twelve 
mouths." 
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Act  may  be  amended  this  session : — 

"  15.  And  be  it  further  enacted,  that  this  Act  may  be 
altered,  amended,  or  repealed  by  any  Act  to  be  passed  in 
this  session  of  Parliament." 

It  will  be  seen  by  a  reference  to  the  6th  Section  of  this 
Act  that  the  bank  charter  was  renewed  for  certain  for  a 
further  period  of  ten  years  (until  the  1st  day  of  August, 
1844),  but  with  the  further  proviso  that  if  the  then  exist- 
ing government  did  not  see  fit  to  give  notice  that  the 
charter  should  expire  within  a  twelvemonth  from  that 
date,  the  charter  should  in  that  case  continue  until  the 
expiration  of  twelve  months'  notice  to  be  given  after  the 
1st  day  of  August,  1855. 

It  will  also  be  seen  by  the  13th  Section  that,  "  in  con- 
sideration of  the  privileges  of  exclusive  banking  given  by 
this  Act,"  the  bank  was  to  deduct  the  annual  sum  of 
^120,000  from  the  allowance  made  to  it  by  the  government 
for  the  management  of  the  public  debt  as  fixed  by  Act  48 
Geo.  III.  c.  4,  passed  in  1808. 

1844.  "  Bank  Act "  passed.  This  Act  is  discussed  at 
length  elsewhere,  and  we  need  only  refer  to  it  here  to  say 
that  by  the  8th  Section  the  above-mentioned  deduction  of 
d£120,000  was  repealed,  and  in  its  place,  and  "  in  considera- 
tion of  the  privileges  of  exclusive  banking  and  the  exemp- 
tion from  stamp  duties  given  to  them  by  this  Act,"  a  de- 
duction of  d£180,000  from  the  allowance  to  the  bank  was 
substituted.  But  as  this  sum  included  .£60,000  as  com- 
position for  stamp  duty  on  notes,  the  bank's  allowance 
remained  the  same  as  it  was  left  by  Act  3  and  4  Will.  IV. 
c.  98,  viz. — .£340  per  million  on  six  hundred  millions  of 
debt,  and  d8300  per  million  on  the  excess  of  that  sum. 

The  27th  Section  of  this  Act  continued  the  bank 
charter  with  all  its  powers  and  authorities,  franchises, 
privileges,  and  advantages,  until  the  expiration  of  twelve 
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months'  notice  to  be  given  after  the  first  day  of  August, 
1855,  and  upon  repayment  by  Parliament  of  the  public 
debt  of  c£ll,015,100  to  the  bank.  It  is  under  this  enact- 
ment that  the  Bank  of  England  possesses  all  its  privileges 
at  the  present  time,  the  public  debt  being  still  outstanding, 
and  the  requisite  twelve  months'  notice  not  having  been 
given. 

1861.  An  inquiry  having  been  instituted  by  the  govern- 
ment in  1854  into  their  relations  with  the  Bank  of  Eng- 
land, and  a  committee  having  been  appointed  in  1860  to 
report  upon  the  results  of  that  inquiry,  the  following  rate 
of  remuneration  was  proposed  by  the  government  and 
agreed  to  by  the  bank  for  the  services  of  the  latter  in  con- 
nection with  the  management  of  the  public  debt,  viz. — 
.£300  per  million  for  the  first  six  hundred  millions  of 
debt,  and  ,£150  per  million  for  the  excess  of  that  sum. 
This  scale* of  remuneration  is  now  in  force,  and  according 
to  Act  24  Vict.  c.  3,  will  exist  till  5th  April,  1886. 

1870.  With  a  view  to  the  revision  of  the  Statute  Law, 
and  particularly  to  the  preparation  of  the  revised  edition 
of  the  Statutes  then  in  progress,  it  was  considered  expe- 
dient to  consolidate,  with  amendments,  certain  enactments 
relating  to  the  National  Debt.  Accordingly,  in  this  year 
was  passed  Act  33  and  34  Vict.  c.  71,  with  the  view  of 
regulating  the  various  denominations  of  the  Funded  Debt, 
the  payments  of  the  dividends,  and  the  unclaimed  divi- 
dends, thereon,  the  transfers  thereof,  &c.  &c.  Clause  72 
of  this  Act  enacts  that  the  Bank  of  England  for  the  pur- 
pose of  the  Act  shall  continue  a  corporation  until  all  the 
public  funds  are  duly  redeemed  by  Parliament, — thus  prac- 
tically continuing  the  charter  of  the  bank  in  perpetuity. 

The  government  of  the  bank  rests  entirely  with  the 
court  of  directors,  who  may,  if  they  please,  change  the 
whole  system  of  management.     The  only  check  upon  their 
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proceedings  consists  in  tlie  publicity  of  their  measures,  the 
half-yearly  meetings  of  their  proprietors,  and  the  commu- 
nications between  the  court  and  the  government.  The 
directors  are  elected  by  the  proprietors  of  bank  stock  at  a 
general  meeting.  Eight  directors  go  out  and  eight  come 
in  evei'y  year.  The  eight  that  come  in  are  commended  by 
the  whele  court — that  is,  a  "  house  list "  is  sanctioned  by 
the  court ;  and  though  the  proprietors  are  not  required  to 
vote  for  the  names  included  in  the  list,  yet  these  persons 
have  always  been  elected.  The  qualification  for  governor 
is  ^-i,000  bank  stock  ;  dejiuty- governor,  =£3,000  ;  director, 
<£2,000.  The  directors  are  not  usually  large  holders  of 
bank  stock :  none  of  them  hold  more  than  the  qualification. 
The  governor  and  deputy- governor  are  appointed  by  the 
directors,  and  usually  continue  in  office  for  a  year.  The 
senior  directors  of  the  bank,  who  have  passed  the  chair, 
form  a  select  committee :  to  these  are  added  the  director 
immediately  succeeding  by  rotation  to  the  deputy  chair. 
The  governor  and  the  select  committee  have  the  manage- 
ment of  the  bank  in  the  intervals  between  the  sittings  of 
the  court,  but  nothing  of  consequence  is  done  without  the 
knowledge  and  concurrence  of  the  court  of  directors. 

At  the  weekly  meeting  of  the  court  of  directors  there  is 
a  statement  read  of  the  actual  position  of  the  bank  in 
every  department,  of  its  securities,  of  its  bullion,  and  of  its 
liabilities.  There  is  a  committee  of  treasury,  who  may  sug- 
gest any  measure  they  think  fit  for  the  consideration  of  the 
court.  The  daily  transactions  of  the  bank  are  conducted 
by  a  committee  of  three,  assisted  by  the  governor  or 
deputy- governor :  no  responsible  action  is  taken  by  the 
committee  without  reference  to  the  governor.  All  bills 
presented  for  discount  are  presented  before  that  daily 
committee,  and  they  determine  upon  the  bills  to  be  dis- 
counted.    The  bullion  is  purchased  by  the  governor,  who 
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considers  that  he  has  no  power  to  refuse  the  issue  of  notes 
for  gold  bullion  brought  to  him  at  the  bank.  The  pur- 
chasing pi'ice  of  gold  has  been  fixed  at  ^£3  17s.  9d.  per 
ounce.  The  price  of  silver  is  regulated  by  the  course  of 
the  foreign  exchanges. 

On  the  opposite  page  is  a  Table  of  the  dividends,  in- 
cluding cash  bonuses,  paid  by  the  Bank  of  England  to  the 
proprietors  from  the  year  1695  to  the  present  time. 

In  addition  to  the  indicated  dividends  and  cash  bonuses 
there  were  distributed  to  the  proprietors  of  the  bank 
stock  as  further  bonuses  : — 

In  1799,  ^1,164,240  m  five  per  cent.  Annuities  of  1797, 

being  ten  per  cent,  on  the  bank's  capital. 
In  1801,  d£582,120  in  Navy  five  per  cent.  Annuities,  being 

five  per  cent,  on  the  bank's  capital. 
In  1802,  d£291,060  in  Navy  five  per  cent.  Annuities, 

being  two  and  a  half  per  cent,  on  the  bank's  capital. 
In  1816,  <£2,910,600  taken  from  the  bank's  reserve  fund 
and  added  to  the  capital  stock  of  the  bank,  making 
it  d814,553,000,  the  amount  at  which  it  stands  at  the 
present  time.     This  bonus  was  equal  to  twenty-five 
per  cent,  on  the  previous  capital  of  =£11,642,400. 
In  the  Table  on  page  96  will  be  found  a  more  detailed 
account  of  all  distributions  made  by  the  Bank  of  England 
amongst  the  proprietors  of  bank  stock,  whether  by  money 
payments,  transfer  of  five  per  cent.  Annuities,  or  other- 
wise, under  the  heads  of  bonus,  increase  of  dividend,  and 
increase  of  capital,  betwixt  the  25th  February,  1797,  and 
31st  March,  1832,  in  addition  to  the  ordinary  dividend  of 
seven  per  cent,  on  the  capital  stock  of  that  corporation 
existing  in  1797;  including  therein  the  whole  dividend 
psid  since  June,  1816,  on  their  increased  capital,  stating 
the  period  when  such  distributions  were  made,  and  the 
aggregate  amount  of  the  whole. 
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Nov.,  1802,  £2i  ditto 

Oct.,   1804,  £5  ditto 

Oct.,   1805,  £5  ditto 

Oct.,   1806,  £5  ditto 


ditto 
ditto 
ditto 
ditto 


In  June,  1799,  £10  per  cent,  bonus  in  five  per  cents., | 
1797,  on  £11,642,400  is 

May,  1801,  £5     ditto      Navy  five  per  cents,      ditto 

ditto 

Cash 
ditto 
ditto 

Prom  April,  1807,  to  [Increase  of  dividend  at  the  rate"! 
Oct.,  1822,  both  'm-\  of  £3  per  cent,  per  annum,  on  I 
elusive      .     .     .     .(     £11,642,400,  is,  16  years    .     .) 

From  April,  1823,  to  increase  of  dividend  at  the  rate 
Oct.,  1831,  both  in-  J  of  £1  per  cent,  per  annum,  on 
elusive      .     .     .     .  (    £11,642,400,  is,  9  years      .     . 

In  June,  1816,  increase  of  capital  at  £25  per  cent,  is     . 

From  Oct.,  1816,  to  [Dividend  at  the  rate  of  £10  per 
Oct.,  1822,  both  in- j  cent,  per  annum, on  £2,9 10,600 
elusive      .     .     .     .  (     increased  capital,  is,  6^  years 

From  April,  1823,  to  [Dividend  at  the  rate  of  £8  per 
Oct.,  1831,  both  in- -^  cent,  per  annum, on  £2,910,600 
elusive     .     .     .     .  (    increased  capital,  is,  9  years  . 


£ 

1,164,240 

582,120 
291,060 
582,120 


582,120 
582,120 

5,588,352 


1,047,816 
2,910,600 
1,891,890 

2,095,632 


Aggi'egate  t,mount  of  the  whole      17,318,070 


Annual  dividend  payable  on  bank  stock  in  1797,  on  a 
capital  of  £11,642,400,  at  the  rate  of  £7  per  cent,  per 
annum 


814,968. 


Annual  dividend  payable  since  June,  1816,  on  a  capitaH 

of  £14,553,000   to  October,    1822,  inclusive,  at  the^      1,455,300 
rate  of  £10  per  cent,  per  annum j 


Annual  dividend  payable  from  April,  1823,  to  31st  March, 
1832,  both  inclusive,  on  a  capital  of  £14,553,000  at  the 
rate  of  £8  per  cent,  per  annum 


1,164,240 


We  now  proceed  to  give  a  statement  of  the  capital 
stock  of  the  bank,  together  with  the  date  on  which  each 
addition  was  made,  and  the  way  in  which  it  was  raised  : — 
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«. 

d. 

1,200,000 

0 

0 

1,001,171 

10 

0 
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1694.     Original    Subscription,   5  &  6 

Wm.  III.  c.  20 
1697.     Public   Subscription,    8   &    9 

Wm.  III.  c.  20 
(In  1707  the  additional  capital  raised 

in  1697  was  paid  back,  leaving  the 

capital  as  it  originally  stood  ;  but 

in    1709    a    fresh    subscription  of 

.£1,001,171  10s.  was  made,  thereby 

again  raising  the  capital  to  what  it 

stood  at  in  1697.)     1709.     Public 

Subscription,  7  Anne,  c.  7        .         .       2,201,171  10     0 


4,402,343     0     0 
1709.     CaU  of  about  15  per  cent.        .  656,204     1     9 


5,058,547     1     9 


1710.     Further  call  of  about  10  per 

cent 501,448  12  11 

1722.     Public  Subscriptions,  7  Geo.  I. 

c.  5 3,400,000    0    0 


1742.     Call  of  about  9^  per  cent.,  15 
Geo.  n.  c.  13 


1746.     Call  10  per  cent.,  19  Geo.  U. 
c.  6 


1782.     Call  8  per  cent.,  21  Geo.  III. 
c.  60 

Carried  forward 11,642,400     0     0 


8,959,995 

14 

8 

840,004 

5 

4 

9,800,000 

0 

0 

980,000 

0 

0 

10,780,000 

0 

0 

862,400 

0 

0 
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Brought  forward 

1816.  Added  to  tlie  stock  of  each 
proprietor  25  per  cent,  from  the 
Rest 

Capital  at  present  time 


deil,642,400     0     0 


2,910,600     0     0 
^14,553,000     0     0 


The  following  is  a  Table  of  the  changes  in  the  Bank  of 
England  minimum  rate  of  discount  from  the  year  1694 
to  the  present  time  : — 
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Inland      Bills     to 
those  who  keep 
cash  at  Bank. 

1844 

Sept.  5 

2i 
3 

Currency  95   days 

(Bills). 
Currency  95  days 

^_ 

,^ 

3 

Foreign  Bills  do. 

(Notes). 

" 

May  19 

3 

Running     Notes 
and  Bills  dc 

1845 

Mar.  13 
Oct.  16 

2\ 
3' 

95  days. 

1704 

Feb.  28 

4 

Foreign  Bills  made 

^j 

Nov.  6 

^ 

>. 

payable  at  Bank. 

1846 

Aug.  27 

3 

»» 

^, 

^, 

5 

Do.  not  do. 

1847 

Jan. 14 

3| 

"                 .> 

1710 

June  22 

5 

Foreign  Bills. 

j^ 

Jan.  21 

4 

>> 

1716 

July  26 

4 

Foreign    and   In- 
land Bills. 

'' 

April  8 
Aug.  5 

5 
5i 

;;            ';; 

1719 

April  30 

5 

Bills  and  Notes. 

^^ 

Sept.  2 

(Advances  5%.) 

1720 

Oct.  27 

5 

Bills. 

^^ 

Sept.  30 

5i 

Currency  1  month. 

1722 

Aug.  23 

4 

Do. 

6 

95  day.s. 

1742 

Oct.  18 

5 
4 

Do.  drawn  within 

the  Kingdom. 
Do.  without. 

" 

Oct.  25 

8 

(Government  Let- 
ter    suspending 

1745 

Dec'.'  12 

4 

Foreign  Bills. 

Act  of  1844.) 

1746 

May  1 

4 

Foreign  Bills. 

,, 

Nov.  27 

7 

Currency  95  days. 

" 

" 

5 

Inland    Bills    and 
Notes. 

'• 

Dec.  2 
Dec.  23 

6 

5 

" 

1773 

May  13 

5 

Foreign  Bills. 

1848 

Jan.  27 

4 

)>                                  *1 

1822 

June  20 

4 

All  Bills  and  Notes. 
Currency  95  days. 

" 

June  15 
Nov.  2 

f 

" 

1825 

Dec.  13 

5 

fi                 i> 

1849 

Nov.  22 

2| 

l»                                  >» 

1,«27 

Julys 

4 

..                 >> 

1850 

Dec.  26 

3 

>»                                  »» 

18;36 

July  21 
Sept.  1 

4j 

" 

1852 

Jan.  1 
Aiiril  22 

f 

•' 

1838 

Feb.  15 

4 

isb 

Jan.  (i 

2i 

•»                 t> 

(839 

May  16 

5 

..                 .. 

J, 

Jan.  20 

3 

»»                 •• 

.. 

June  20 

5j 

.. 

.. 

June  2 

3* 

m                  n 
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Date. 

S 

03 

Remarks. 

Date. 

Remarks. 

1853 

Sept.  1 

4 

Currency  95  days. 

1860 

May  10 

^i 

Currency  95  day*. 

,, 

Sept.  15 

ii 

»»                .. 

„ 

May  24 

4 

.1                 It 

„ 

Sept.  29 

5 

,,                „ 

„ 

Nov.  S 

4i 

i>                 » 

1854 

May  U 

5i 

»»                » 

,, 

Nov.  13 

5 

•  *                 >t 

jj 

Aug.  3 

5 

»»                ft 

,, 

Nov.  15 

6 

>» 

1855 

April  5 
May  3 
June  14 

4 
3i 

!!         ." 

(Wiihdrawal  "   of 
gold  by  Bank  of 
France.) 

„ 

Sept.  6 

4 

»>         »> 

,, 

Nov.  29 

5 

Currency  95  days. 

,, 

Sept.  13 

4j 

»»         »» 

,, 

Dec.  31 

6 

If                 »t 

J. 

Sept.  27 

5 

.1         tt 

1861 

Jan.  7 

7 

>.                 ». 

J, 

Oct.  4 

6i 

>»         »> 

,, 

Feb.  14 

8 

»>                 »» 

^^ 

Oct.  18 

6 

„          60  (lays. 

^j 

Mar.  21 

7 

..                 .> 

7 

95  days. 

,, 

April  4 

6 

t»                 »» 

1856 

May  22 

6 

„                ,, 

„ 

April  11 

5 

,,                 ,^ 

„ 

May  29 

5 

t>                t» 

„ 

April  27 

(Civil  War  in  Ame- 

j^ 

June  26 

4| 

>.                .. 

rica.) 

„ 

Oct.  1 

5 

».                >> 

„ 

May  16 

6 

Currency  95  days. 

^, 

Oct.  6 

6 

60  days. 

„ 

Aug.  1 

5 

.»                 >. 

7 

„          95  days. 

„ 

Ausf.  15 

4j 

..                 .. 

,, 

Nov.  13 

7 

»»                  *f 

„ 

Aug.  29 

4 

»>                 It 

j^ 

Dec.  4 

«5 

f>                  »» 

,, 

Sept.  19 

H 

II                 II 

^, 

Dec.  18 

6 

».                  .. 

,, 

Nov.  7 

3 

..                 » 

1857 

April  2 

6i 

(Advances  7o/o.  In- 
dian Mutiny.) 

18o2 

Jan.  9 
May  22 
July  10 

2? 

3 

24 

.'.' 

•• 

June  2 

6 

Currency  95  days. 
(Advances  6Jo/o.) 
Currency  95  days. 

;; 

July  24 
Oct.  30 

2 
3 

,. 

July  16 

5i 

1863 

Jan.  15 

4 

,,                                  ^, 

Oct.  8 

6 

».                 »» 

^^ 

Jan.  28 

5 

»»                                  #> 

Oct.  12 

7 

»                  . 

J, 

Feb.  19 

4 

»'                                  »» 

Oct.  19 

8 

J 

^ 

April  23 

3i 

»»                                 »f 

Nov.  5 

9 

>. 

jj 

April  30 

Mav  16 

3 

*)                                   »» 

Nov.  9 

10 

J. 

J 

34 

»»                                  » 

Nov.  9 

Failure  of  Western 
Bank    of    Scot- 
land. 

" 

May  21 
Nov.  2 
Nov.  5 

4 
5 
6 

"t                 ". 

Nov.  12 

(Government  Let- 
ter    suspending 
Act  of  1844.) 

'- 

Dec.  2 
Dec.  3 
Dec:.  24 

7 
8 
7 

"       :,' 

Dec.  24 

8 

Currency  95  days. 

1864 

Jan.  20 

8 

,,       #» 

1858 

Jan.  7 

6 

»»                 >. 

,j 

Feb.  11 

7 

It                           n 

Jan.  14 

5 

jj 

Feb.  25 

6 

<t                           ,t 

Jan.  28 

4 

J, 

April  15 

6 

It                          tt 

Feb.  4 

3^ 

(Advances  7''/o. ) 

Feb.  11 

3 

,j 

April  16 

7 

Currency  95  days. 

Dec.  9 

2} 

J, 

May  2 

8 

,,                 „ 

1859 

April  28 

3j 

,, 

May  5 

9 

».                 t. 

(War  be  t  vi-  e  en 

,^ 

May  19 

8 

„                 „ 

France  and  Aus- 

j^ 

May  26 

7 

tria.) 

J, 

June  16 

6 

It                 >< 

^^ 

May  5 

4i 

Currene  f  95  days. 

j^ 

July  25 

7 

ti                 It 

,, 

Jui.e  2 

3^ 

»                 .» 

(Advances  S<>/o-) 

^^ 

June  9 

3 

r>                           .» 

J, 

Aug.  4 

8 

Currency  95  days. 

,, 

July  14 

24 

»»                           n 

„ 

Sept.  8 

9 

f.                 11 

1860 

Jan.  19 

3 

ft                          >> 

j^ 

Nov.  10 

8 

>i                 •• 

^^ 

Jan.  31 

4 

>>                           .. 

^, 

Nov.  24 

7 

>>                 ft 

^^ 

Mar.  29 

4i 

»i                           .» 

,, 

Dec.  15 

6 

II                >ff 

.. 

April  12 

5 

„              1 

1865 

Jau.  12 

5i 

„ 
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Date. 


1865 


1867 


1869 


1870 


Jan.  26 
Mar.  2 
Mar.  30 
May  4 
May  25 
Jane  1 
June  15 
July  27 
Aug.  3 
Sept.  28 
Oct.  2 
Oct.  5 
Oct.  7 
Nov.  23 
Dec.  28 
Jan.  4 
Feb.  22 
Mar.  15 
May  3 
May  8 
May  10 

May  U 
May  12 


June  13 


Aug.  16 
Aug.  23 
Aug.  30 
Sept.  6 
Sept.  27 
Not.  8 
Dec.  20 
Feb.  7 
I  May  30 
'  July  25 
Nov.  19 
Dec.  3 
April  1 
May  6 
June  10 
June  24 
July  15 
Aug.  19 
Nov.  4 
July  21 


July  23 
July  28 
Aug.  4 
Aug.  11 
Aug.  18 


Currency  95  days. 


(Overend,  Gurney 

&  Co.  failed.) 
CuiTency  95  days. 

(Government  Let- 
ter of  11th  sus- 
pending Bank 
Act  1844.) 

(War  between 
Prussia  and 
Austria.) 

Currency  95  lays. 


(War  between 
France  and 
Prussia.) 

Cuneucy  95  days. 


Date. 

1 

« 

1870 

Aug.  25 

4 

„ 

Sept.  1 

Si 

,, 

Sept.  15 

3 

^, 

Sept.  29 

H 

1871 

Mar.  2 

3 

,, 

April  13 

H 

,, 

June  15 

2? 

^, 

July  13 

2 

„ 

Sept.  21 

3 

„ 

Sept.  28 

4 

^^ 

Oct.  7 

5 

j^ 

Nov.  16 

4 

Nov.  30 

3* 

, 

Dec.  14 

3 

1872 

April  4 

H 

j^ 

April  U 

4 

J, 

May  9 

5 

,, 

May  30 

4 

^ 

June  13 

3j 

j^ 

June  20 

3 

jj 

July  18 

3i 

jj 

Sept.  18 

4 

,, 

Sept.  26 

4i 

Oct.  3 

5 

Oct.  10 

6 

^ 

Oct.  21 

, 

Nov.  8 

_ 

Nov.  9 

7 

J, 

Nov.  12 

Nov.  28 

6 

j^ 

Dec.  12 

5 

1873 

Jan.  9 

4^ 

^1 

Jan.  23 

4 

Jan.  30 

3i 

Mar.  26 

4 

J, 

May  7 

4| 

^, 

May  10 

5 

j^ 

May  17 

6 

jj 

June  4 

7 

June  12 

6 

', 

July  10 

5 

,^ 

July  17 

H 

j^ 

July  24 

4 

July  31 

3i 

^, 

Aug.  21 

3 

^j 

Sept.  25 

4 

,, 

Sept.  29 

5 

^ 

Oct.  14 

6 

„ 

Oct.  18 

7 

„ 

Nov.  1 

8 

„ 

Nov.  7 

9 

Nov.  20 

8 

Nov.  27 

6 

Dee.  4 

5 

^^ 

Dec.  11 

4? 

1?74 

Jan.  8 

4     i 

Currency  95  days. 


(Advances  7%.) 
(Advances  8o/o.) 
Currency  95  days. 
(Advances  9o/o.) 
Currency  95  days. 


(Advances  8o/o.) 
Currency  95  days, 
(Advances  10"/o.) 
Currency  95  days 
(Advances  12o/o.) 
Currency  95  days 
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Date. 

d 

rt 

Remarks. 

Date. 

« 

Remarks. 

874 

Jan.  15 

3i 

Currency  95  days. 

1878 

Mar.  28 

3 

Currency  95  days. 

„ 

April  30 

4 

..                ». 

„ 

May  30 

H 

<>                »« 

„ 

May  28 

31 

..                ji 

„ 

June  27 

3 

..                .» 

„ 

June  4 

3 

j>                Ji 

J, 

July  4 

3i 

»»                » 

j^ 

June  18 

^ 

*)                »i 

^j 

Aug.  1 

4 

»»                »» 

„ 

July  30 

3 

*»                tf 

^^ 

Aug.  12 

5 

»»                >* 

„ 

Aug.  6 

4 

tt                it 

„ 

Oct.  2 

(Failure  of  City  of 

„ 

Aug.  20 

3i 

„                „ 

Glasgow  Bank.) 

„ 

Aug.  27 

3 

»»                 .» 

,j 

Oct.  14 

6 

Currency  95  days. 

J, 

Oct.  15 

4 

»>                j> 

jj 

Nov.  21 

5 

..                 .. 

„ 

Nov.  16 

5 

»»                j» 

(Failures  of  J.  and 

" 

Nov.  30 

6 

(Advances  7%.) 

J.  Fenton  and 
Sons,     Rochdale, 

875 

Jan.  7 

5 

Currency  95  days. 

Nov.  30;  West  of 

,, 

Jan.  14 

4 

»»                 >> 

England      Bank, 

„ 

Jan.  28 

S 

»                 ». 

Bristol,  Dee.  14  ; 

„ 

Feb.  18 

Si 

j>                 f. 

Tweedy.Williams 

" 

Julys 

3 

(Heavy     failnres  ; 

and  Co.,  Truro, 
Jan.  4,  1S79.) 

Collie  and  others. ) 

1879 

Jan.  16 

4 

Currency  95  days. 

„ 

July  29 

2i 

Currency  95  days. 

^j 

Jan.  30 

3 

tf                 ♦» 

„ 

Aug.  12 

2' 

*>                 >i 

(Failure  of  Vivian, 

„ 

Oct.  7 

2J 

t>                 »j 

Grylls,       Kendal 

,, 

Oct.  14 

3J 

>*                 tt 

and  Co.,  Helston, 

,, 

Oct.  21 

4 

It 

Feb.  4.) 

„ 

Nov.  18 

3 

tt                 ft 

„ 

Mar.  13 

n 

Currency  95  days. 

Dec.  30 

4 

>»                 >> 

„ 

April  10 

2 

,,                 ,, 

876 

Jau.  6 
Jan.  27 
Mar.  23 

5 
4 
3| 

»       r, 

(Failure  of  Swann, 
Clough  and  Co., 
Vork,  May  8.) 

„ 

April  6 

3 

*#       »» 

,^ 

Nov.  6 

3 

Currency  95  day*. 

„ 

April  20 

2 

»      .» 

1880 

June  17 

2? 

„                 ,, 

877 
878 

1 

Mays 
July  5 
July  12 
Aug.  28 
Oct.  4 
Oct.  11 
Nov.  29 
Jan.  10 
Jan.  31 

3 

2| 

2 

3 

4 

5 

4 

3 

2 

i 

1 

1 
1 
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The  establishment  of  joint  stock  banks  at  a  distance 
beyond  sixty-five  miles  from  London  having  been  per- 
mitted by  Act,  7  Geo.  IV.  c.  46,  26th  May,  1826,  it  ia 
desirable  to  present  in  the  following  Table  the  average 
Bank  rate  for  each  year  from  that  period  until  now. 


Year. 

Average  Bank 
Rate. 

Year. 

Average  Bank 
Eate. 

£    s. 

d. 

£     s.      d. 

1826 

5  0 

0 

1853 

3  13  10 

1827 

4  10 

2 

1854 

5  2  3 

1828 

4  0 

0 

1855 

4  17  9 

1829 

4  0 

0 

:   1856 

6  13 

1830 

4  0 

0 

1857 

6  12  11 

1831 

4  0 

0 

1   1858 

3  4  7 

1832 

4  0 

0 

1859 

2  14  8 

1833 

4  0 

0 

1860 

4  3  7 

1834 

4  0 

0 

1861 

5  4  11 

1835 

4  0 

0 

1862 

2  10  6 

1836 

4  7 

9 

1863 

4  8  2 

1837 

5  0 

0 

1864 

7  7  0 

1838 

4  2 

6 

1865 

4  15  4 

1839 

5  2 

0 

1866 

6  18  11 

1840 

5  1 

3 

1867 

2  10  9 

1841 

5  0 

0 

1868 

2  1  11 

1842 

4  5 

3 

1869 

3  4  2 

1843 

4  0 

0 

1870 

3  1  11 

1844 

3  10 

4 

1871 

2  17  8 

1845 

2  13 

7 

1872 

4  1  11 

1846 

3  6 

6 

1873 

4  15  10 

1847 

5  3 

8 

1874 

3  13  10 

1848 

3  14 

5 

1875 

3  4  8 

1849 

2  19 

0 

1876 

2  12  2 

1850 

2  10 

1 

1877 

2  18  0 

1851 

3  0 

0 

1878 

3  15  7 

1852 

2  3 

0 

1879 

2  10  3 
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SECTION"  rv. 

THE    LONDON    BANKERS. 

A  FTEE,  the  establisliment  of  the  Bank  of  England,  the 
goldsmiths  or  "  new-fashioned  bankers  "  continued 
their  business  in  the  same  manner  as  before.  In  the  year 
1 705  they  obtained  greater  facilities,  from  an  alteration  in 
the  laws  respecting  promissory  notes.  It  had  been  held 
that  promissory  notes,  whether  issued  by  bankers  or 
others,  could  not  be  legally  transferred  to  a  third  party, 
and  that  no  action  at  law  could  be  sustained  against  the 
issuer,  unless  brought  by  the  person  to  whom  the  note  was 
originally  granted.  But,  by  3  and  4  Anne,  c.  8,  all  doubts 
were  removed;  and  it  was  enacted,  that  after  the  1st  of 
May,  1705,  all  notes  in  writing  made  and  signed  by  any 
person  or  persons,  bodies  politic  or  corporate,  or  by  the 
servant  or  agent  of  any  corporation,  banker,  goldsmith, 
merchant,  or  trader,  who  is  usually  entrusted  to  sign  such 
promissory  notes,  shall  be  assignable  or  endorsable  over,  in 
the  same  manner  as  inland  bills  of  exchange. 

In  the  year  1714  the  legal  interest  of  money  was  re- 
duced from  six  to  five  per  cent.  The  reduction  of  the  rate 
of  interest  was  probably  the  effect  of  the  abundance  of 
money  produced  by  the  issue  of  Bank  of  England  notes, 
and  the  increase  of  deposits  with  the  private  bankers.  The 
various  small  sums  of  money  which  had  remained  idle  in 
the  hands  of  individuals  were  collected  into  large  de- 
posits in  the  hands  of  the  bankers.  Hence  the  supply  of 
capital  was  increased,  and  the  rate  of  interest  consequently 
fell. 
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About  the  year  1775  the  London  bankers  who  lived  in 
the  city  established  what  is  called  "  the  Clearing  House," 
for  the  purpose  of  facilitating  their  exchanges  with  each 
other.  By  this  means  each  banker  is  enabled  to  pay  the 
cheques  drawn  upon  himself  by  the  cheques  he  holds  upon 
other  bankers.  And  hence  he  is  not  tmder  the  necessity 
of  keeping  so  large  an  amount  of  money  unemployed  in  his 
till. 

The  London  banks  have  lono-  ceased  to  be  banks  of  cir- 
culation :  they  are  now  banks  of  deposit,  banke  of  discount, 
and  banks  of  agency  to  country  bankers. 

The  oldest  banking  houses  in  London  are  Messrs.  Child 
and  Co.,  of  Temple  Bar,  and  Messrs. Hoares,  of  Fleet  Street ; 
these  were  established  previous  to  the  Bank  of  England. 
The  others  are  comparatively  of  recent  date.  In  the  year 
1810  the  number  of  banking  houses  who  settled  their 
accounts  with  each  other  at  the  Clearing-House  was  forty- 
six. 
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SECTION   V. 
COUNTRY    BANKS. 

A  ^ /"E  have  no  authentic  details  of  the  rise  and  progress 
*  *  of  country  banking.  It  is  generally  understood  that 
very  few  country  banks  existed  previous  to  the  American 
war;  that  they  rapidly  increased  after  the  termination  of 
that  war ;  that  they  received  a  severe  check  in  the  year 
1793,  when  twenty-two  became  bankrupt;  and  that  they 
increased  with  wonderful  rapidity  after  the  passing  of  the 
Bank  Restriction  Act. 

The  country  banks  are  banks  of  deposit,  banks  of  dis- 
count, and  banks  of  remittance ;  many  of  them  are  also 
banks  of  circulation. 

As  banks  of  deposit,  they  allow  interest  upon  deposits ; 
as  banks  of  discount,  they  discount  for  parties  who  keep 
with  them  a  current  account ;  as  banks  of  remittance,  they 
conduct  their  business  through  the  agency  of  the  London 
bankers ;  they  also  receive  through  the  London  agents  the 
dividends  on  the  public  funds,  on  account  of  the  stock- 
holders in  the  neighbourhood.  The  holders  of  stock  grant 
in  the  first  instance  to  the  London  banker  a  jjower  of 
attorney  to  receive  the  dividends,  which,  when  received, 
are  placed  to  the  credit  of  the  country  banker,  by  whom 
they  are  paid  to  the  holders.  This  facility  of  receiving 
dividends  in  all  parts  of  the  country,  has,  no  doubt,  induced 
many  persons  to  become  holders  of  government  securities, 
and  thus  the  country  banks  have  assisted  in  supporting 
public  credit. 


106  THE    HISTORY,    PRINCIPLES,    AND 

The  country  banker  pays  his  London  agent  either  by  a 
balance,  by  a  commission,  or  by  an  annual  fixed  amount.  In 
the  case  of  a  balance,  the  country  banker  agrees  to  keep  in 
the  hands  of  the  London  banker  a  certain  sum,  for  which 
he  is  to  receive  no  interest.  The  amount  of  this  deposit 
varies,  according  to  the  extent  of  the  business.  If  the 
country  banker  keeps  less  than  the  stipulated  amount,  he 
is  liable  to  be  changed  interest  for  the  deficiency,  as  upon 
an  overdrawn  account ;  but  as  he  frequently  keeps  more 
than  this  amount,  the  overplus  is  usually  regarded  as  a 
set-off  against  the  deficiency,  and  no  interest  is  charged, 
provided  it  is  seen  that  the  spirit  of  the  arrangement  is 
fairly  adhered  to.  In  the  case  of  a  commission,  the  country 
banker  pays  at  the  end  of  each  year  a  certain  rate  of  com- 
mission on  the  transactions  of  the  year ;  the  charge  is 
made  upon  the  amount  of  the  debit  side  of  his  account. 
Some  country  bankers,  instead  of  a  commission,  prefer 
paying  a  fixed  sum  per  annum.  In  this  case  the  charge 
does  not  vary  with  the  amount  of  transactions  as  in  the 
case  of  commission,  but  whether  the  transactions  be  great 
or  small  the  payment  remains  the  same. 

By  3  and  4  William  IV.  c.  83,  passed  in  1833,  banks 
issuing  promissory  notes  were  required  to  make  returns  to 
the  Stamp  Office  of  the  average  amount  of  notes  in  circu- 
lation in  the  quarters  ending  the  first  day  of  January,  April, 
July,  and  October  in  each  year.  The  quarterly  average  is 
to  be  formed  from  the  amount  in  circulation  at  the  end  of 
each  week.  But  the  Bank  Act  of  1844  enacted  that  every 
issuing  banker  in  England  should,  once  a  week,  make  a 
return  to  the  Stamp  Office  of  the  amount  of  his  notes  in 
circulation  on  every  day  during  the  preceding  week,  endmg 
with  Saturday,  together  with  a  return  of  the  average 
amount  in  circulation  during  the  same  period.  He  was 
moreover  required,  on  the  completion  of  every  successive 
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period  of  four  weeks,  to  annex  to  sucli  return  an  account 
of  the  average  amount  of  notes  in  circulation  during  the 
said  four  weeks,  and  also  a  statement  of  the  amount  of 
notes  which  he  was  authorized  to  issue  under  the  pro- 
visions of  the  Act.  The  monthly  average  was  to  be  ascer- 
tained by  taking  the  amount  of  notes  in  circulation  on 
every  business  day  during  the  period  of  four  weeks,  and 
dividing  the  aggregate  thereof  I  y  the  number  of  working 
days  during  the  same  period. 

The  legislation  with  regard  to  the  averages  of  the  Irish 
and  Scotch  issues  was  somewhat  diiferent.  By  Acts  8  and 
9  Victoi'ia,  c.  37  and  38,  passed  in  1845,  it  was  enacted 
that  every  bank  in  Ireland  and  Scotland  should  once  a 
week  return  to  the  Stamp  Office  an  account  of  the  notes 
in  circulation  at  the  close  of  business  on  the  next  preceding 
Saturday,  together  with  an  account  of  the  gold  and  silver 
coin  held  at  the  head  office  of  the  bank  on  each  day  of  the 
week  ending  with  the  same  Saturday ;  and  also  an  account 
of  the  total  amount  of  gold  and  silver  coin  held  by  the 
bank  each  Saturday.  And  on  completion  of  each  succes- 
sive period  of  four  weeks  each  bank  was  required  to  annex 
to  its  return  the  average  amount  of  notes  in  circulation,  and 
the  average  amount  of  the  gold  and  silver  coin  held  at  the 
head  office  during  the  said  four  weeks :  each  bank  was  also 
required  to  annex  a  statement  of  the  amount  of  the  autho- 
rized issue.  The  monthly  average  was  to  be  ascertained 
by  taking  the  amount  of  notes  in  circulation  every  Satur- 
day during  the  four  weeks,  and  then  dividing  the  aggre- 
gate by  the  four  weeks.  The  monthly  average  of  gold 
and  silver  coin  was  to  be  ascertained  in  the  same  way. 

In  the  memorial  presented  by  the  committee  of  country 
bankers  to  Earl  Grey  and  Lord  Althorp,  June  12,  1833, 
they  make  the  following  observations  upon  the  circulation 
of  the  country  banks  : — 
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**  Tour  memorialists  are  prepared  to  prove  that  the  issues 
of  country  bankers  have  less  tendency  to  promote  fluctua- 
tions in  the  country  than  those  of  the  Bank  of  England ; 
and  that  their  effect  in  throwing  the  exchanges  against 
the  country  is  comparatively  insignificant.  The  slightest 
attention  to  facts  would  indicate  the  truth  of  these  posi- 
tions. It  has  been  established  by  parliamentary  evidence 
that  the  issues  of  country  bankers  fluctuated  much  less 
between  the  years  1817  and  1826  than  those  of  the  Bank 
of  England  ;  and  it  is  indisputable  that  adverse  exchanges, 
which  endanger  the  bank,  always  succeed  great  importa- 
tions of  foreign  produce,  and  that  they  never  can  be  occa- 
sioned by  large  exportations  of  domestic  productions.  Now 
it  is  notorious  that  the  circulation  of  country  bankers  acts 
almost  exclusively  in  promoting  these  productions :  and 
that,  when  it  is  in  an  extended  state,  the  direct  and  proper 
influence  even  of  an  alleged  excess  of  that  circulation, 
would  be  to  provide  the  means  of  paying  for  the  importa- 
tions of  foreign  produce  without  causing  so  great  an  export 
of  gold  as  to  derange  and  endanger  the  monetary  system 
of  the  country.  This  is  looking  at  the  separate  and  dis- 
tinctive character  of  the  issues  of  country  bankers  ;  if 
regarded  as  a  part  of  a  whole,  any  excess  in  which  must 
bear  its  relative  proportion  of  effect  in  producing  derange- 
ment, that  proportion  can  never  exceed  one-tenth;  because, 
assuming  that  all  paper  currency  has  an  equal  bearing 
upon  depreciation  and  appreciation,  the  issues  of  country 
bankers  never  amounted  to  one-tenth  part  of  that  which  is 
used  for  effecting  the  interchanges  of  commodities  and 
property  in  the  country.  All  experience  shows  that  great 
fluctuations  have  originated  in  the  speculations  of  influen- 
tial merchants,  and  never  originated  in  the  channels  to 
which  the  issues  of  country  bankers  are  confined;  their 
source  is  in  great  mercantile  cities,  and  they  are  promoted 
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by  the  issues  of  the  Bank  of  England.  That  this  is  the 
invariable  course  which  fluctuations  resulting  in  excess 
and  derangement  take,  is  proved  by  the  evidence  of  Mr. 
Ward  and  others,  before  the  bank  charter  committee,  and 
is  fully  explained  by  the  speeches  of  the  king's  ministers 
in  the  year  1826.  The  debts  of  a  few  speculative  merchants 
who  failed  in  a  single  year  in  the  town  of  Liverpool,  where 
country  bankers'  notes  never  circulated,  amounted  to 
between  seven  and  eight  millions  sterling,  and  their  bills 
were  either  lodged  in  the  Bank  of  England  for  loans,  or 
were  current  in  all  parts  of  the  country,  stimidating  circu- 
lation and  promoting  excess. 

"  Then,  with  regard  to  the  alleged  tendency  of  many 
sources  of  issue  to  promote  fluctuation — the  rivalry  of 
numerous  banks  of  issue  was  set  up  by  the  government  of 
1826  as  a  principle  which  insures  solidity  and  equability 
to  the  circulation,  '  from  the  constant  exchange  of  notes 
between  the  different  banks,  by  which  they  become  checks 
upon  each  other,  and  by  which  any  over-issue  is  subject  to 
immediate  observation  and  correction.'  That  was  the  report 
of  the  Lords'  committee,  after  full  ai\d  complete  investiga- 
tion. The  government  of  1833  is  proceeding  with  a  measure 
founded  on  the  principle  that  rival  banks  of  issue  promote 
fluctuation  ;  this,  however,  is  before  investigation.  De- 
posits and  cash  credits  were  declared  by  the  witnesses 
from  Scotland  to  be  absolutely  dependent  on  local  bank 
issues,  and  the  government  of  1826  admitted  the  validity 
of  the  plea ;  the  government  of  1833  concludes  that  the 
system  of  deposits  and  cash  credits  may  be  maintained  in 
England  without  local  issues,  but  this  conclusion  is  adopted 
without  any  inquiry  into  the  case.  It  would  be  fruitless 
to  dwell  on  this  contradictory  conduct  in  two  administra- 
tions professing  to  be  guided,  in  dealing  with  the  currency, 
by  the  same  policy.  Admitting  that  by  one  source  of  issue. 
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the  actual  amount  of  notes  payable  on  demand  might  be 
kept  more  equal  than  by  many,  it  does  not  follow  that 
their  distribution  would  not  be  infinitely  more  unequal — 
every  man  possessed  of  practical  information  who  under- 
stands the  subject  knows  that  by  giving  the  exclusive  cir- 
culation of  notes  to  the  Bank  of  England  abundance  will 
be  ci'eated  in  the  money  market,  and  in  the  great  com- 
mercial emporiums — raising  the  price  of  public  secui'ities, 
and  stimulating  the  produce  markets — while  unexampled 
scarcity  will  be  the  consequence  in  the  country,  producing 
embarrassment  and  discontent  among  the  cultivators  of 
the  soil  and  all  who  are  dependent  upon  them.  Therefore 
the  real  practical  point  to  be  determined  concerning  the 
tendency  of  different  issues  is,  whether  =£2,000,000,  or  any 
given  sum,  laid  out  in  purchasing  French  rentes  in  Paris, 
and  indigo  in  Calcutta,  or  in  replenishing  with  stock  the 
exhausted  corn  and  pasture  fields  of  England,  have  the 
most  effect  in  drawing  gold  out  of  the  country.  It  is 
hardly  possible  to  imagine  any  measure  of  greater  danger 
than  the  j^rojected  plan  of  government.  The  present  bank 
directors  may  be  men  of  unimpeachable  integrity ;  but 
others  less  scrupulous  may  succeed  them ;  and  it  is  within 
the  range  of  possibility  for  a  man  of  influence  who  had 
obtained  a  seat  at  their  board,  to  make  a  speculation  by 
purchasing  indigo  in  Calcutta,  and  then  proceed  to  stimu- 
late the  market  for  that  commodity  in  London,  just  before 
the  sale  at  the  East  India  House,  by  discounting  the  bills 
of  favoured  connections  ;  then,  at  nearly  the  same  period, 
he  might  cause  instructions  to  be  given  to  the  manager  of 
the  branch  bank  in  Manchester  to  contract  the  customary 
and  stipulated  discounts ;  which  would  have  the  effect  of 
depressing  the  market  for  cotton  twist  and  piece  good-s, 
which  are  the  principal  commodities  transmitted  to  India 
in   exchange   for  the   produce   of  that   country.     By  this 
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double  operation  the  produce  of  a  director's  capital  em- 
ployed in  Hindostau  miglit  be  temporarily  raised  in  price 
in  the  London  market,  and  the  produce  of  English  capital 
and  labour  sunk  to  favour  the  interests  of  one  bank  director 
or  of  several.  The  same  result  might  be  produced  by  the 
importer  of  Baltic  produce  :  indeed,  the  importation  of 
com  in  1831  probably  created  that  state  of  things,  which 
suggested  to  the  government  the  plan  of  suppressing  all 
local  issues  as  the  remedy  for  an  alleged  evil  in  the  country 
bank  system.  It  is  hardly  necessary  to  disclaim  all  per- 
sonal imputation  in  this  illustration.  The  Chancellor  of 
the  Exchequer  has  taken  the  self-interest  of  country 
bankers  to  be  an  element  of  so  much  danger,  from  its 
tendency  to  induce  them  to  extend  their  issues,  as  to  adopt 
it  as  a  principle  in  framing  a  legislative  measure  of  the 
most  hazardous  character.  Is  the  danger  of  the  operation 
of  the  same  principle  to  be  disregarded  when  it  might  be 
exercised,  not  in  a  manner  where  it  would  be  open  to  '  im- 
mediate observation  and  correction,'  but  in  secret,  where 
it  could  not  be  detected  and  challenged  ?  The  history  of 
national  banks  proves  that  their  funds  may  be  applied  by 
their  directors  to  far  more  daring  private  speculations  than 
is  described  by  this  supposititious  case. 

"  If  all  bankers  should  be  compelled  to  supply  their  cus- 
tomers with  the  notes  of  the  Bank  of  England,  a  charge  of 
seven  per  cent,  for  the  interest  of  loans  to  graziers,  far- 
mers, and  dealers  in  agricultural  produce  would  not  re- 
munerate the  country  bankers  so  well  as  four  or  five  per 
cent,  does  now  upon  the  present  system.  The  contemplated 
change  in  the  usury  laws,  if  intended  to  afford  to  your 
memorialists  some  advantage  for  that  of  which  it  is  in- 
tended to  deprive  them,  would  give  them  some  satisfactory 
compensation,  but  its  tendency  is  to  disorder  or  change 
that    system   upon    which    loans    are    made    by  country 
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bankers  witli  promptitude,  facility,  and  comparative  uni- 
formity and  cheapness  ;  the  distinctive  characteristics  of 
their  business  are  regularity  and  the  absence  of  extortionary 
charges.  In  the  event  of  the  subversion  of  that  system  it 
would  be  impossible  for  a  great  corporation,  forming  rules 
oi  conduct  in  London,  and  thence  directing  their  applica- 
tion, to  appoint  agents  competent  to  conduct  the  pecuniary 
affairs  of  the  productive  portion  of  the  community.  Those 
affairs,  as  far  as  banks  are  concerned  with  them,  always 
demand  peculiar  local  knowledge,  and  are  in  a  great  mea- 
sure based  on  the  confidential  intercourse  of  fellowship 
and  neighbourhood ;  they  frequently  require  personal 
knowledge  of  the  circumstances  and  character  of  indivi- 
duals, and  the  closest  sympathy  with  the  feelings  arising 
from  family  difficulties,  or  family  expectations  and  pros- 
pects. The  governing  principles,  therefore,  for  conducting 
those  important  pecuniary  affairs  are  totally  incompatible 
with  any  that  can  govern  the  conduct  of  an  hired  agent  in 
attempting  to  conduct  the  same.  From  these  premises  it 
results  that  the  free  application  of  labour  to  land  would 
be  prevented,  the  cost  of  cultivation  enhanced,  markets 
and  the  sale  of  produce  impeded,  and  the  pursuits  of  agri- 
culture deeply  injured. 

"  Then  with  respect  to  miners  and  manufacturers,  any 
system  which  would  bring  them  into  immediate  contact 
with  the  operation  of  the  bank  for  regulating  the  foreign 
exchanges,  without  the  protection  and  defence  from  those 
convulsive  changes  which  the  local  circulations  afford, 
would  be  a  system  pregnant  with  indescribable  hazard. 
Many  of  the  bank  directors  are  connected  by  friendship  or 
commercial  dealings  with  the  great  speculators  in  London 
and  the  populous  towns,  whose  transactions  mainly  cause 
excess  of  circulation  and  an  adverse  state  of  the  exchanges. 
In  this  class  any  contraction  of  the  paper  currency  for  the 
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rectification  of  derangement,  upon  the  present  system,  acts; 
but  upon  the  projected  plan,  parliamentary  evidence,  as 
well  as  the  nature  of  things,  shows  that  the  contracting 
force  will  be  put  into  operation  by  the  branch  bank  mana- 
gers at  a  distance  from  London,  and  produce  confusion  in 
the  affairs  of  mining  and  manufacturing  industry,  and  dis- 
content among  a  dense  and  excitable  population.  It  may, 
under  such  a  state  of  things,  be  rationally  apprehended 
that  occasions  will  arise  when  workmen  will  be  suddenly 
dismissed  for  the  want  of  the  power  to  pay  them  their 
wages,  shopkeepers  deprived  of  their  weekly  receipts,  and 
the  regular  custom  at  markets  for  the  supply  of  agricultural 
produce  impaired." 

In  reply  to  a  question,  "  What  effect  do  you  suppose 
that  an  increase  or  decrease  of  London  bank  notes  has 
upon  the  issues  of  country  bankers  ?  "  J.  H.  Palmer,  Esq., 
replied : — 

"  A  material  increase  of  the  bank  m  London  tends,  in 
the  first  instance,  to  reduce  the  value  of  money,  and,  con- 
sequently, the  rate  of  interest,  iipon  all  negotiable  secu- 
rities. That  abundance  of  money  renders  it  difiicult  for 
the  country  bankers  to  find  beneficial  investment  for  that 
part  of  the  country  money  sent  up  to  the  capital  for  em- 
ployment, consequently  they  are  forced  to  resort  to  their 
immediate  neighbourhoods  for  new  channels  for  iavesting 
their  surplus  money ;  and  which  tends  to  create  a  dditional 
issues  in  the  country  at  an  early  period  after  tha  London 
increase  has  taken  place.  But  it  does  not  follow  that  a 
diminution  of  issues  has  an  equally  rapid  effect  in  reducing 
the  issues  of  the  interior." 
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SECTION   VE. 

JOINT-STOCK    BANKS. 

T  N  the  year  1 708,  a  clause  was  inserted  in  the  charter  oi 
■*-  the  Bank  of  England,  prohibiting  the  establishment  ot 
any  other  bank  having  more  than  six  partners.  This  clause 
prevented  the  formation  of  any  other  joint-stock  bank; 
and,  as  the  increasing  wealth  and  commerce  of  the  nation 
occasioned  a  demand  for  banks,  a  great  number,  each 
having  no  more  than  six  partners,  rose  into  existence,  as 
they  were  successively  required  by  the  wants  of  the  country. 
The  charter  of  the  Bank  of  England  had  no  reference  to 
Scotland,  which,  at  the  period  of  the  grant  of  the  charter, 
was  a  separate  kingdom.  Hence,  with  the  increasing 
wealth  of  Scotland,  joint- stock  banking  companies  were 
formed  ;  and  at  present  they  conduct  nearly  the  whole  of 
the  banking  business  of  that  country.  But  with  every 
renewal  of  the  charter  of  the  Bank  of  England,  this  clause 
was  retained,  and  hence  has  arisen  the  difference  which 
subsists  between  the  Scotch  and  the  English  systems  of 
banking.  In  the  year  1826,  an  Act  of  Parliament  was 
passed  to  permit  the  formation  of  banks  having  more  than 
six  partners,  at  a  greater  distance  than  sixty-five  miles 
from  London  ;  with  a  provision,  however,  that  such  banks 
should  not  make  their  notes  payable  in  London,  nor  draw 
bills  upon  London  for  a  less  amount  than  .£50.  By  an  Act 
passed  in  1833,  these  banks  have  the  privilege  of  drawing 
bills  on  their  London  agents,  either  on  demand  or  other- 
wise, and  for  sums  less  than  d£50. 
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The  advocates  of  joint-stock  banks  allege  that  thej 
possess  tlie  following  advantages  ovei'  private  banks : — 

1.  Joint-stock  banks  possess  greater  security  than  private 
banks. 

Security  is  of  the  first  importance  to  a  bank.  One 
branch  of  the  business  of  a  banker  is  to  take  charge  of 
money  committed  to  his  care.  But  who  will  entrust  money 
to  a  banker  who  is  not  known  to  be,  or,  at  least,  supposed 
to  be  rich  ?  And  if  a  banker  be  rich,  but  afterwards,  by 
mismanagement  or  misfortune,  become  poor,  and  fail,  what 
dreadful  misery  is  inflicted  upon  those  who  have  money  in 
his  hands !  How  many  respectable  individuals  may  be 
suddenly  bereft  of  their  whole  dependence !  How  many 
industrious  tradesmen  may  become  bankrupts !  What 
distrust,  what  inconvenience,  what  interruption  of  business 
is  occasioned,  even  to  those  who  can  bear  the  loss !  But  by 
a  joint-stock  bank  all  these  evils  are  avoided.  Another 
branch  of  the  business  of  a  bank  is  to  remit  money  from 
one  part  of  the  country  to  another;  but  who  will  trust 
them  with  money  to  remit  when  they  may  fail  before  they 
have  executed  their  trust  ?  Banks,  too,  issue  their  own 
notes,  and  thus  supply  the  circulating  medium  of  the 
country.  Here  wealth  and  security  are  more  necessary 
than  ever.  In  the  former  cases,  the  creditors  of  the  banker 
may  have  had  some  opportunity  of  judging  of  his  safety, 
and  would  j^robably  make  previous  inquiries  upon  the 
subject.  But  when  the  notes  of  a  banker  have  become  tlie 
circulating  medium  of  a  neighbourhood,  they  are  readily 
taken  without  any  inquiries  about  his  solvency.  And, 
indeed,  in  some  cases,  if  the  notes  were  suspected,  they 
could  not  be  refused.  If  a  tradesman  will  not  deliver 
goods  to  his  customers  for  such  notes  as  they  offer  him, 
they  will  take  the  notes  to  some  other  tradesman.  Men 
who  receive  wages  must  receive  tliem  in  such  notes  as  the 
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master  chooser  to  pay.  Since,  then,  each  banker  supplies 
the  circulating  medium  of  a  large  district,  and  the  notes 
are  thus  circulated  among  all  classes,  some  of  whom  have 
not  the  option  of  refusing  them,  nor  the  ability  to  judge 
of  their  value,  it  is  of  the  utmost  importance  that  bants 
should  be  established  on  those  principles  which  will  prevent 
their  failure. 

That  a  bank  having  a  great  number  of  partners  should 
be  more  secure  than  a  bank  consisting  of  only  a  few 
partners,  seems  a  very  obvious  proposition ;  and  it  has 
received  abundant  confirmation  from  the  numerous  failures 
that  have  occurred  among  the  bankers  in  England,  and 
the  few  failures  that  have  occurred  in  Scotland.  This  is  a 
fact  that  demonstrates  the  superior  security  of  joint- stock 
banks.  If  a  bank  of  this  kind  has  a  charter,  it  must  pre- 
viously possess  a  large  fund,  which  forms  a  guarantee  for 
the  punctual  payment  of  its  notes  or  deposits.  If  the 
bank  has  no  charter,  then  every  individual  shareholder  is 
answerable  for  all  the  debts  of  the  bank  to  the  whole  ex- 
tent of  his  property,  as  fully  as  though  he  had  incurred 
those  debts  himself.  In  oither  case  the  security  is  greater 
than  can  be  offered  by  any  one  individual,  or  by  any  four 
or  five  individuals,  however  respectable  they  may  be. 

2.  A  joint-stock  bank  is  less  liable  to  runs. 

A  run  is  a  sudden  and  general  demand  for  the  payment 
of  notes  or  deposits.  It  is  not  sufiicient  that  a  banker  be 
safe :  it  is  also  necessary  that  he  should  be  believed  to  be 
safe.  He  derives  the  larger  portion  of  his  gains  from  the 
confidence  which  is  placed  in  him  by  others.  Confidence 
is  money.  However  wealthy  or  respectable  a  banker  may 
be,  he  may  not  always  be  believed  to  be  so.  The  mis- 
fortunes of  others  may  cause  him  to  be  suspected.  But 
no  banker  has  always  in  his  coffers  all  the  sums  necessai-y 
to  pay  all  the  claims  that  may  be  made  upon  him.     If  he 
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were  to  do  this,  from  what  quarter  would  he  obtain  his 
profits  ?  What,  then,  is  he  to  do  in  case  of  a  run  ?  He 
must  at  all  events  obtain  money  to  meet  the  demands 
made  upon  him ;  for  if  he  once  suspend  his  payments,  all 
his  credit  is  destroyed,  and  his  business  is  broken  up. 
Hence  he  may  be  -compelled  to  borrow  money  at  a  high 
rate  of  interest,  or  to  sell  stocks  or  estates  below  their 
value,  and  to  incur  great  expense,  in  order  that  the  money 
may  arrive  in  time  to  meet  the  demand.  But  the  effects 
of  a  run  are  not  confined  to  the  banker  himself.  One  run 
is  over,  but  another  may  come.  He  will  be  anxious  to  be 
better  provided  next  time.  He  will  be  more  cautious. 
He  will  call  in  the  money  he  has  lent.  He  will  lend  no 
more.  He  will  discount  fewer  bills.  Those  tradesmen 
and  others  who  have  been  accustomed  to  obtain  from  the 
banker  facilities  for  carrying  on  their  business,  can  obtain 
them  no  longer.  Some  have  depended  on  these  facilities, 
and  will  now  fail ;  others  will  circumscribe  their  business  ; 
labourers  will  be  thrown  out  of  work,  and  trade  will  be 
obstructed  and  depressed. 

Such  are  the  effects  of  a  run  when  the  banker  is  solvent, 
and  the  run  is  met  with  promptitude.  But  the  banker 
may  be  good,  and  yet  the  run  may  cause  him  to  stop  pay- 
ment. In  this  case,  though  the  banker  may  ultimately 
pay  the  whole  of  his  debts,  yet  this  stoppage  will  produce 
for  a  while  the  same  effects  as  though  he  were  insolvent. 
But  it  is  possible  that  he  might  have  been  solvent  before 
the  rxin,  and  have  been  rendered  insolvent  by  the  run. 
The  sacrifices  he  may  have  been  compelled  to  make  for  the 
purpose  of  raising  the  money  in  time  to  meet  the  demand, 
may  have  absorbed  the  whole  of  his  property. 

Now,  what  is  it  that  causes  a  run  ?  It  is  merely  an 
apprehension  that  the  banker  cannot  discharge  the  whole 
of  his  obligations,  and  hence  each  creditor  tries  to  be  first. 
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that  lie  may  secure  the  full  amount  of  Lis  own  claim.  But 
no  apprehension  of  this  kind  can  exist  in  reference  to  a 
joini?*-^tock  bank.  Everybody  knows  that  all  the  partners 
are  liable  for  the  debts  of  the  bank  to  the  full  extent  of 
theirjproperty  ;  and  each  creditor,  feeling  assured  that  even 
should  the  bank  fail  his  property  is  secure,  abstains  from 
engaging  in  a  run  whereby  he  can  gain  no  advantage.^ 

3.  Another  advantage  which  joint-stock  banks  are  alleged 
to  possess,  consists  in  the  prudence  of  their  management. 

A  joint-stock  bank  is  managed  by  a  board  of  directors, 
men  of  character  and  ability,  who  are  chosen  to  fill  the 
office  from  their  superior  knowledge  of  mercantile  and 
banking  business.  The  united  knowledge  and  wisdom  of 
a  number  of  individuals  must  be  greater  than  that  of  two 
or  three  individuals.  They  are  not  so  liable  to  be  imposed 
upon  by  false  representations,  to  be  deluded  by  false 
reasonings,  or  to  be  biassed  by  personal  attachments.  As 
among  many  persons  there  is  sure  to  be  a  difference  of 
opinion  on  almost  every  question  brought  before  them,  it 
is  certain  that  no  measure  will  be  adoj)ted  without  having 
first  received  a  full  discussion. 

On  the  other  hand  the  management  of  a  private  bank  is 
too  fraquently  intrusted  to  one  or  two  of  the  partners ; 
men  who  cannot  be  expected  to  act  ^dth  the  caution  and 
prudence  of  an  elected  body,  answerable  for  their  conduct 
to  the  great  body  of  proprietors ;  men,  too,  who  have  their 

'  The  text  was  written  prioi*  to  tlie  passing  of  the  various  Limited 
Liability  Acts,  and  was  at  the  time  to  a  great  extent  true.  But  since 
the  passing  of  these  Acts,  under  which  many  banks  have  registered,  the 
same  cannot  now  be  said.  Indeed  a  recent  instance,  in  the  beginning  of 
1879,  of  a  foolish  run,  which  lasted  for  several  hours,  upon  one  of  the 
largest  London  joint-stdck  banks  with  a  large  liability  on  its  shares, 
shows  that  the  most  perfect  system  cannot  protect  a  bank  from  the 
wicked  designs  of  unprincipled  persons  when  they  have  a  feverish  public 
and  anxious  times  to  work  upon. 
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prejudices  to  indulge,  their  friends  to  please,  and  their 
partialities  to  gratify.  Not  so  with  the  directors  of  a 
joint-stock  bank,  where  the  follies  of  an  individual  would 
be  checked,  and  his  deficiencies  would  be  supplied  by  his 
colleagues.  It  often  happens,  too,  that  the  partners  of  a 
private  bank  are  engaged  in  some  branch  of  manufactures 
or  commerce ;  and  in  this  case  the  bank  will  be  made  sub- 
ordinate to  the  trading  concern.  The  banking  merchant 
or  manufacturer  will  extend  his  business,  or  engage  in 
speculation,  under  the  consciousness  of  being  able  to  make 
good  his  purchases.  The  trading  concern  will  have  an 
account  at  the  bank,  and  will  always  be  overdrawn.  The 
money  which  ought  to  be  employed  by  the  bank  in  dis- 
counting bills  for  their  customers,  will  be  absorbed  by  the 
trade  of  the  partners.  If  the  trading  concern  fails,  the 
bank  too  must  fail :  the  one  involves  the  ruin  of  the  other. 
Perhaps,  indeed,  the  bank,  by  supplying  money  in  the  first 
instance  for  the  parties  to  speculate  with,  may  have  been 
the  cause  of  the  ruin.  Even  when  the  partners  of  a  private 
bank  are  not  themselves  engaged  in  any  other  employment, 
the  bank  often  becomes  connected  with  some  large  manu- 
facturing or  commercial  establishments.  Such  establish- 
ments are  useful  to  the  bank,  by  enabling  them  to  circu- 
late a  considerable  amount  of  their  notes.  Hence  the 
bank  is  induced  to  make  large  advances  to  them.  After- 
wards a  further  advance  is  necessary.  A  run  upon  the 
bank  compels  them  to  call  in  the  money  they  have  ad- 
vanced. The  money  cannot  suddenly  be  replaced.  Hence 
all  the  parties  become  bankrupts.  From  all  these  evils 
joint-stock  banks  are  alleged  to  be  free. 

Whatever  the  opinion,  whether  for  or  against,  that  may 
be  entertained  respecting  joint-stock  banks,  the  fact  is  un- 
deniable that  competition  is,  in  most  cases,  good  for  the 
public.     And  hence,  perhaps,  the  best  system  of  banking 
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is,  wlien  private  banks  and  joint-stock  hanks  are  inter- 
mingled with  each  other.  The  rivalry  of  the  private  banka 
may  induce  the  public  banks  to  act  with  promptness  and 
liberality :  while  the  rivalry  of  the  public  banks  may  induce 
the  private  banks  to  guard  against  any  measure  that  might 
shake  their  credit,  and  tend  to  weaken  the  public  confidencfl 
In  their  stability. 
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SECTION  VII. 

BRANCH    BANKS. 

"  I  ""HE  establishment  of  branch  banks  may  be  considered 
^  as  the  effect  of  the  formation  of  joint-stock  banks.  A 
bank  consisting  of  only  six  partners  is  seldom  sufficiently 
well  known  over  a  great  extent  of  country  to  be  able  to 
open  many  branches.  The  credit  of  such  a  bank  would  be 
liable  to  be  shaken  at  one  or  other  of  its  branches,  and  this 
might  throw  a  suspicion  on  the  whole  establishment.  But 
a  joint- stock  bank,  possessing  undoubted  credit,  may  extend 
its  branches  with  confidence  wherever  adequate  business 
can  be  obtained.  The  comparative  merits  of  an  indepen- 
dent private  bank,  and  a  branch  of  a  joint-stock  bank,  and 
the  effects  they  are  adapted  to  produce  in  any  town  in 
which  they  may  be  introduced,  form  a  useful  subject  of 
inquiry. 

In  the  first  place,  the  branch  bank  may  be  supposed  to 
possess  greater  security.  The  branch,  however  small, 
would  possess  all  the  security  that  belonged  to  the  whole 
establishment.  The  notes  issued  at  the  branch  would  be 
as  valid  as  notes  issued  at  the  head  office ;  and  deposits 
made  at  the  branch  would  be  recoverable  from  all  the 
partners  in  the  whole  bank.  In  case  a  run  were  upon  even 
the  smallest  branch,  tne  directors  would  be  as  anxious  to 
meet  the  demand  as  though  the  run  were  directed  against 
the  largest.  A  small  private  bank,  on  the  other  hand, 
would  have  its  only  resource  within  itself.  Its  own  capital 
would  form  its  only  guarantee  ;  and,  in  case  of  a  sudden 
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demand,  it  must  expect  but  little  assistance  from  ita 
neighbours. 

Secondly,  a  branch  bank  would  command  the  use  of 
greater  capital. 

Every  joint- stock  bank  would  call  upon  its  shareholders 
for  a  supply  of  capital  equal  to  the  carrying  on  of  the  busi- 
ness. This  capital  would  be  kept  in  a  disposable  form, 
and,  not  like  the  capital  of  some  j)rivate  banks,  locked  up 
in  loans  upon  inconvertible  security.  The  confidence  the 
bank  possessed  would  create  more  banking  capital,  by 
attracting  deposits  and  facilitating  the  issue  of  notes. 
Some  banks  create  more  capital  than  they  can  employ ; 
such  is  the  case  when  the  amount  of  notes  and  deposits  is 
greater  than  that  of  the  loans  and  discounts.  Others  em- 
ploy more  than  their  banking  capital.  And  some  banks 
employ  more  at  one  season  of  the  year,  and  less  at  another. 
In  such  cases  a  branch  bank  would  be  fed  with  capital  from 
the  parent  bank,  as  its  wants  might  demand.  If  it  yielded 
more  capital  than  it  required,  the  parent  bank  would  em- 
ploy it  elsewhere.  If  it  wanted  capital  the  parent  bank 
would  grant  an  amj)le  supply.  But  in  these  cases  a  private 
bank  would  be  troubled  with  an  excess  of  capital  which  it 
might  not  be  able  to  employ  advantageously  for  a  short 
period,  or  it  might  be  distressed  to  raise  capital  to  meet 
the  wants  of  its  customers. 

Thirdly,  a  branch  bank  would  probably  do  business  with 
the  public  on  lower  terms. 

A  bank  having  many  branches  usually  charges  the  same 
rate  of  interest  at  all  the  branches.  The  Bank  of  England 
discounts  at  all  its  branches  on  the  same  terms  as  in 
London.  This  cheapness  of  discount  occasioned  a  great 
reduction  of  profits  to  the  private  bankers.  A  branch 
bank,  too,  conducted  on  the  principle  of  allowing  interest 
on  deposits,  will  probably  allow  a  higher  rate,  because  the 
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money  can  always  be  emi^loyed  at  some  one  or  other  of  tlie 
bi'anclies,  and  it  will  return  the  deposits  at  a  shorter  no- 
tice, because  the  funds  of  the  whole  bank  are  ready  to  meet 
the  call.  In  the  transmission  of  money,  a  system  of  branch 
banks  has  a  decided  advantage,  because  the  branches  draw 
direct  upon  each  other,  and  discount  bills  payable  at  all 
the  branches  respectively.  In  a  system  of  independent 
banks  the  transmission  of  money  from  one  to  another  is 
usually  effected  by  a  bill  on  London  ;  and  bills  drawn  by 
one  town  on  another  are  obliged  to  be  made  payable  in 
Loudon. 

Branch  banks  are  enabled  to  charge  less  than  private 
bankers,  from  their  expenses  and  their  expected  profits 
being  less.  If  a  country  bank,  having  many  branches, 
employs  a  London  agent,  the  charge  for  agency  will  be 
much  less  than  if  the  branches  were  all  independent 
banks.  A  branch  bank  is  not  under  the  necessity  of  keep- 
ing in  its  coffers  so  large  a  stock  of  gold  as  though  it  were 
an  independent  bank,  because,  in  case  of  emergency,  it  ir. 
sure  of  obtaining  supjjlies.  The  rate  of  profit,  too,  ex- 
pected from  a  branch  bank  is  much  less  than  would  be 
expected  by  a  private  banker.  A  banking  company  would  be 
induced  to  establish  a  branch,  could  they  be  assured  of  ob- 
taining one  or  two  per  cent,  clear  profit  on  their  capital 
above  the  market  rate  of  interest.  But  a  private  banker, 
who  may  be  supposed  already  a  wealthy  man,  would  not 
consider  that  amount  a  sufficient  remuneration  for  his  own 
trouble  and  superintendence.  Hence,  his  charges  must 
be  higher,  to  meet  this  increased  rate  of  profit.  Were 
the  profits  of  a  private  banker,  in  proportion  to  the  amount 
of  capital  employed,  to  be  reduced  to  the  average  rate  of 
profit  of  joint- stock  banks,  he  would  very  soon  think  of 
retiring  from  business. 

A  branch  bank  may  thus  be  established  in  a  place  where 
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a  private  bank  coixld  not  exist.  It  may  also  be  opened  in 
places  not  sufficiently  wealthy  to  furnish  capital  for  a  joint- 
stock  bank,  and  where  the  people  have  no  banking  facili- 
ties ;  branches  being  opened  in  such  places,  prevent  the 
formation  of  banks  with  insufficient  capital.  For,  to  be 
without  a  bank  is  felt  to  be  so  great  an  inconvenience  that, 
if  a  good  bank  cannot  be  obtained,  a  bad  one  will,  for  a 
while,  be  supported.  Hence,  shoj^keepers  and  others  have 
become  bankers  ;  and,  having  but  a  small  capital,  and 
being  unacquainted  with  their  business,  they  have,  iilti- 
mately,  involved  themselves  and  others  in  irretrievable 
ruin. 

I  have  hitherto  only  compared  a  branch  bank  with  an 
indep(mdent  private  bank.  I  will  now  comj^are  it  with  an 
independent  joint- stock  bank.  Several  of  the  advantages 
already  specified  will  apply  as  justly  in  this  case  as  in  the 
other.  The  branch  may  in  this  case  also  be  supplied  with 
a  greater  amount  of  capital  if  it  could  be  profitably  em- 
ployed, or  it  may  have  better  means  of  disposing  of  its 
surplus  capital.  The  charges  of  the  branch,  especially  for 
the  transmission  of  money  by  letters  of  credit,  or  by  dis- 
counting bills,  may  also  be  less  at  the  branch.  In  point 
of  security,  the  two  banks  may  be  considered  as  on  an 
equality ;  though,  perhaps,  in  some  cases,  the  advantage 
may  be  in  favour  of  the  branch. 

The  expense  of  managing  a  branch  must  be  less  than 
that  of  managing  an  independent  bank,  as  a  less  number  of 
directors  would  be  necessary.  The  directors  or  managers 
of  a  branch,  too,  acting  under  the  direction  of  a  supe- 
rior board,  are  less  liable  to  be  involved  by  indiscreet  ad- 
vances of  loans  from  personal  friendship  or  imperfect  in- 
formation. The  transactions  are  more  thoroughly  sifted, 
and  no  important  measure  adopted  without  full  discussion. 
The  very  circumstance  of  being  accountable  to  a  superior 
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board  would  render  the  agents  at  the  branch  more  scru- 
pulous and  cautious  than  they  might  otherwise  be.  And 
the  periodical  returns  made  to  the  head  office  would  con- 
stantly bring  all  the  business  of  the  branch  under  the 
notice  of  experienced  and  unbiassed  inspectors. 

There  are,  however,  some  disadvantages  attending  a 
branch  bank.  As  a  branch  bank  is  a  mere  colony,  the 
agents  must  be  directed  by  the  commands  they  receive 
from  the  seat  of  government.  And  the  branch  may  be 
directed,  in  some  cases,  to  adopt  measures  more  adapted 
to  promote  the  welfare  of  the  whole  establishment  than  to 
advance  the  interest  of  that  particular  bi'anch.  The  Bank 
of  England,  for  instance,  may  engage  to  lend,  on  advan- 
tageous terms,  a  certain  sum  of  money  to  the  government ; 
and,  for  the  purpose  of  raising  this  money,  they  may  direct 
their  agents  at  the  branches  to  limit  their  discounts.  As 
it  is  the  duty  of  the  directors  to  consult  the  interest  of  the 
whole  establishment,  they  might  consider  themselves  jus- 
tified, as  commercial  men,  in  adopting  this  line  of  conduct. 
At  the  same  time,  it  would  be  a  great  inconvenience  to  the 
persons  resident  at  the  places  where  the  branches  are 
established  to  be  deprived  of  their  usual  discounts. 

Another  possible  inconvenience  to  a  branch  arises  from 
the  circumstance,  that  most  cases  of  importance  are  neces- 
sarily refen-ed  for  the  consideration  of  the  head  office  ;  not 
that  these  cases  are  more  difficult  than  ordinary  cases,  but 
because  they  are  deviations  from  the  usual  course  of  busi- 
ness, or  they  belong  to  a  class  of  transactions  which  is 
I'eserved  for  the  decision  of  the  highest  authority.  Hence, 
persons  who  have  dealings  with  the  branch  may  be  obliged 
to  wait  the  return  of  post,  or  a  still  longer  term,  before 
they  can  obtain  answers  to  important  inquiries.  This 
inconvenience  may,  however,  be  largely  diminished  by 
giving  to  the  managers  or  agents  a  high  degree  of  disci'e- 
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tionary  power,  reserving  as  few  cases  as  possible  for  the 
decision  of  the  board  of  directors. 

The  respective  claims  of  these  three  different  kinds  of 
banks  as  far  as  regards  any  particular  place,  must  depend 
on  local  circumstances.  It  is  easy  to  imagine  cases  wherein 
a  private  bank  of  undoubted  wealth  and  judicious  manage- 
ment is  superior  to  either  a  branch  bank  or  an  independent 
joint-stock  ba,nk.  But  private  banks  depend  entirely  upon 
the  persons  by  whom  they  are  managed.  And  these  per- 
sons, whatever  other  endowments  they  may  possess,  are  not 
endowed  with  immortality,  nor  with  the  power  of  bequeath- 
ing their  good  qualities  to  their  successors.  Leaving 
private  banks  out  of  the  question,  a  branch  bank  seems 
best  adapted  for  a  small  town  :  and  an  indej)endent  joint- 
stock  bank  for  a  large  one.  When  banking  is  left  perfectly 
free,  the  natural  force  of  competition  will  soon  enable  each 
town  to  provide  itself  with  that  kind  of  bank  which  is  best 
adapted  to  its  own  wants  and  circumstances. 

The  Bank  of  England  has  several  branches.  The  business 
of  the  branches  consists  in  discounting  bills  ;  in  receiving 
deposits  ;  in  issuing  bills  on  the  London  bank,  at  seven, 
fourteen,  and  any  greater  number  of  days  after  date ;  and 
in  the  transmission  of  money  to  and  from  London.  Each 
branch  issues  its  own  notes,  which  are  payable  at  the  place 
of  issue,  and  in  London.  The  rate  of  discount  is  the  same 
as  in  London  ;  no  interest  is  allowed  on  deposits  ;  no 
charge  is  made  for  a  fourteen- day  bill  on  the  parent  estab- 
lishment :  but  if  money  be  lodged  at  the  branch,  to  be 
received  the  following  day  in  London  ;  or  lodged  in  London, 
to  be  received  at  the  branch,  a  charge  is  made  for  commis- 
sion. The  charge  to  j^arties  who  have  accounts  at  a  branch, 
or  in  London,  is  at  a  reduced  rate. 
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SECTION  VIII. 

BANKS    OF   DEPOSIT. 

"D  AISTKING  is  a  kind  of  trade  carried  on  for  the  purpose 
-*-^  of  getting  money.  The  trade  of  a  banker  differs  from 
other  trades,  inasmuch  as  it  is  carried  on  chiefly  with  the 
money  of  other  people. 

The  trading  capital  of  a  bank  may  be  divided  into  two 
parts  :  the  invested  capital,  and  the  banking  capital.  The 
invested  capital  is  the  money  paid  down  by  the  partners 
for  the  purpose  of  carrying  on  the  business.  This  may  be 
called  the  real  capital.  The  banking  capital  is  that  portion 
of  capital  which  is  created  by  the  bank  itself  in  the  covirse 
of  its  business,  and  may  be  called  the  borrowed  capital. 

There  are  three  ways  of  raising  a  banking  or  borrowed 
capital.  First,  by  receiving  deposits  ;  secondly,  by  the 
issuing  of  notes  ;  thirdly,  by  the  drawing  of  bills.  If  a 
person  will  lend  me  =£100  for  nothing,  and  I  lend  that 
c£100  to  another  person  at  four  per  cent,  interest,  then,  in 
the  course  of  a  year,  I  shall  gain  d84  by  the  transaction. 
Again,  if  a  person  will  take  my  "promise  to  pay,"  and 
bring  it  back  to  me  at  the  end  of  the  year,  and  pay  me  four 
per  cent,  for  it,  just  the  same  as  though  I  had  lent  him  100 
sovereigns,  then  I  shall  gain  d£4  by  that  transaction ;  and 
again,  if  a  person  in  a  country  town  brings  me  =£100  on 
condition  that,  twenty-one  days  afterwards,  I  shall  pay  1;he 
same  amount  to  a  j)erson  in  London,  then  whatever  interest 
I  can  make  of  the  money  during  the  twenty-one  days,  will 
be  my  profit.     This  is  a  fair  representation  of  the  opera- 
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tions  of  banking,  and  of  the  way  in  wliicli  a  banking  capital 
is  created  by  means  of  deposits,  notes,  and  bills. 

The  profits  of  a  banker  are  generally  in  proportion  tft 
the  amount  of  his  banking  or  borrowed  capital.  If  a 
banker  employ  only  his  real  or  invested  capital,  it  is  im- 
possible he  should  ever,  in  the  ordinary  course  of  business, 
make  any  profits.  Bankers  can  seldom  attain  more  upon 
their  advances  than  the  market-rate  of  interest ;  and  that 
may  be  obtained  upon  real  capital,  without  the  expense  ol 
maintaining  a  banking  establishment.  If,  after  deducting 
the  expenses,  the  profits  amount  to  nothing  more  than  the 
market-rate  of  interest  upon  the  invested  capital,  the  bank 
may  be  considered  to  have  made  no  profits  at  all.  The 
partners  have  received  no  higher  dividend  upon  the  capital 
invested  in  the  bank  than  they  would  have  received  if  the 
same  money  had  been  laid  out  in  government  securities. 
To  ascertain  the  real  profit  of  a  bank,  the  interest  upon  the 
invested  capital  should  be  deducted  from  the  gross  j^rofit, 
and  what  remains  is  the  banking  profit. 

A  bank  that  receives  lodgments  of  money,  is  called  a 
bank  of  deposit.  A  bank  that  issues  notes,  is  called  a  bank 
of  circulation.  Each  bank  attempts  to  procure  a  banking 
capital,  but  by  different  means.  When  a  bank  of  deposit 
is  opened,  all  the  people  in  the  district,  who  have  money 
lying  idle  in  their  hands,  will  place  the  money  in  the  bank. 
This  will  be  done  by  the  merchants  ard  ti-adesmen,  who 
are  in  the  habit  of  keeping  by  them  a  sufiicient  sum  of 
money  to  answer  daily  demands ;  by  the  gentry,  and  others 
out  of  business,  who  receive  their  rents,  dividends,  or 
other  moneys,  periodically,  and  disburse  them  as  they  hav 
occasion.  The  various  small  sums  of  money  which  wert 
lying  uriToductive  in  the  hands  of  numjious  individuals, 
will  thus  be  collected  into  one  sum  in  the  hands  of  the 
banker.     The  banker  will  retain  a  part  of  this  sum  in  hi? 
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till,  to  answer  the  cheques  the  depositors  may  draw  upon 
him ;  and  with  the  other  part  he  will  discount  bills,  or 
otherwise  employ  it  in  his  business.  But  if,  instead  of  a 
bank  of  deposit,  a  bank  of  circulation  only  be  established. 
then  the  several  small  sums  of  money  will  remain  unpro- 
ductive as  before  in  the  hands  of  various  individuals ;  and 
the  banker,  in  discounting  bills,  will  issue  his  own  promis- 
sory notes. 

Now,  it  is  obvious  that  these  two  kinds  of  banking  are 
adapted  to  produce  precisely  the  same  effects.  In  each  case 
a  banking  capital  is  created,  and  each  capital  is  employed 
in  precisely  the  same  way  ;  namely,  in  the  discounting  of 
bills.  To  the  parties  who  have  their  bills  discounted,  it 
matters  not  from  what  source  the  capital  is  raised, — the 
advantage  is  the  same  to  them, — the  mode  in  which  they 
employ  the  money  is  the  same, — and  the  effects  upon  trade 
and  commerce  will  be  the  same.  Let  us  suppose  that  in 
each  case  the  banking  capital  created  is  ^£50,000.  Now, 
the  bank  of  circulation  will  have  increased  the  amount  of 
money  in  the  country  by  ^£50,000.  The  bank  of  deposit 
will  not  have  increased  at  all  the  amount  of  money  in  the 
coimtry,  but  it  will  have  put  into  motion  ,£50,000  that 
would  otherwise  have  been  idle.  Here,  then,  is  a  proof 
that  to  give  increased  rapidity  to  the  circulation  of 
money,  has  precisely  the  same  effects  as  to  increase  the 
amount.  Here,  too,  is  a  proof  of  the  ignorance  of  banking 
on  the  part  of  those  writers  who  consider  that  the  banks 
which  issue  notes  are  the  sole  cause  of  high  prices,  over- 
trading, and  speculation ;  whereas  it  is  obvious,  that  if 
those  effects  are  to  be  attributed  to  banking  at  all,  they 
may  as  fairly  be  ascribed  to  banks  of  deposit  as  to  banks 
of  circulation. 

Even  those  bankers  who  do  not  issue  notes,  create  a 
banking  ca^ntal  by  the  discounting  of  bills.     They  render 
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their  discounts  subservient  to  the  increase  of  their  deposits. 
The  London  bankers  Avill  not  discount  except  for  those 
persons  who  have  deposit  accounts  -with  them.  A  party 
who  has  had  bills  discounted,  and  has  paid  interest  on  the 
whole  amount,  must  leave  some  portion  of  that  amount  in 
the  hands  of  the  banker  without  interest.  By  this  means 
the  banker  obtains  more  than  the  current  rate  of  interest 
on  the  money  actually  advanced,  and  raises  a  banking 
capital  to  the  amount  of  the  balance  left  in  his  hands.  "  A 
good  account,"  in  the  language  of  the  London  bankers,  is 
an  account  on  which  there  is  a  large  deposit — a  bad  account 
is  that  on  which  the  sum  deposited  is  small.  A  person  who 
keeps  a  good  account  may  have  his  bills  discounted  readily, 
but  a  person  who  keeps  a  bad  account  will  have  his  bills 
more  severely  scrutinized.  The  depositors  are  aware  of 
this  ;  and  therefore  they  endeavour  to  keep  a  fair  account 
with  the  banker,  that  they  may  at  all  times  be  able  to 
obtain  such  accommodation  in  the  way  of  discounts 
as  they  may  require.  This  mode  of  raising  a  banking 
capital  by  means  of  discounts,  without  allowing  interest 
on  the  deposits,  appears  to  be  less  advantageous  to  the 
borrower  than  by  means  of  notes.  Li  the  one  case,  the 
borrower  has  to  lodge  some  portion  of  his  money  in  the 
hands  of  the  banker,  but  in  the  other  case  he  has  only  to 
take  the  banker's  notes,  which  are  probably  as  serviceable 
to  him  as  gold.  Hence,  such  banks  appear  adapted  for  the 
service  of  the  rich  rather  than  the  poor — a  young  trades- 
man who  is  commencing  business  with  a  slender  capital, 
will  hardly  find  it  worth  his  while  to  open  an  account 
at  a  banker's  unless  he  has  always  by  him  a  certain 
portion  of  his  capital,  which  he  is  obliged  to  keep  unem- 
ployed. 

The  London  private  bankers  usually  grant  no  interest 
for  money  placed  in  their  hands,  nor  charge  any  commis- 


PRACTICE  OF  BANKING.  131 

sion  upon  the  amount  of  the  transactions.  Thoii-  customers 
pay  them  for  the  trouble  of  conducting  their  accounts  by 
keeping  a  certain  balance  to  their  credit.  The  amount  of 
the  balance  is  never  definitely  fixed,  but  is  regulated  very 
much  by  the  good  sense  and  j)roper  feeling  of  the  parties. 
The  number  of  cheques  a  party  draws — the  degree  of  ac- 
commodation he  receives  by  discount  or  otherwise,  these 
and  other  circumstances  ai*e  taken  into  consideration ;  and 
though  the  amount  of  the  balance  is  not  expressly  stipu- 
lated, yet  few  people  of  business  habits  are  at  a  loss  to  judge 
whether  the  average  balance  of  their  account  throughout 
the  year  is  sufficient  to  remunerate  the  banker. 

By  the  Scotch  banks,  deposit  accounts  are  divided  into 
two  classes — "  accounts  current,"  and  "  deposit  receipts ;  " 
the  "  accounts  current "  are  similar  to  the  "  current 
accounts  "  kept  by  merchants,  traders,  and  others  in  the 
English  banks.  The  party  j^ays  his  money  into  the  bank, 
and  makes  all  his  payments  by  cheques  upon  the  bank. 
The  deposit  receipts  are  similar  to  what  the  English 
bankers  call  "  dead  accounts.''  The  depositor  pays  his 
money  into  the  bank,  and  there  it  lies  "dead"  until  he  has 
occasion  for  it,  and  then  he  prodiices  his  receipt  and  with- 
draws the  whole  amount,  or  takes  a  new  receipt  for  any 
part  he  wishes  to  leave.  The  deposit  receipts  are  chiefly 
for  the  use  of  those  who  lodge  their  money  in  the  bank 
merely  for  the  pur2)ose  of  security  and  interest.  The  ac- 
counts current  are  for  those  who,  in  addition  to  security 
and  interest,  wish  to  make  use  of  the  bank  as  a  means  of 
facilitating  their  pecuniary  transactions.  As  far  as  regards 
tho  circulation  of  the  bankers'  notes,  each  kind  of  account 
has  the  same  effect ;  but  as  the  operations  on  the  current 
accounts  are  more  frequent,  they  put  into  circulation  a 
larger  amount. 

^Vhen  a  banker's  own  notes  are  lodged  on  a  deposit 
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iccount,  they  do  not  diminish  the  amount  of  his  banking 
capital.  The  banking  capital  raised  by  his  notes  is 
diminished,  but  that  raised  by  his  deposits  is  in  the  same 
proportion  increased.  If,  however,  the  interest  he  allows 
upon  the  deposits  is  greater  than  the  expense  of  the  wear 
and  tear  of  his  notes,  then  will  his  banking  capital  be 
diminished  in  the  more  profitable,  and  increased  in  a  less 
profitable  direction.  But  when  a  deposit  consists  of  notes 
of  other  banks,  his  banking  capital  is  increased  by  that 
amount.  Hence,  if  a  banker  could  know  that  the  money 
deposited  in  his  hands  would  consist  chiefly  of  his  own 
notes,  it  might  not  be  for  his  advantage  to  allow  any 
interest  on  deposits.  It  would  be  better  for  him  that  his 
notes  should  remain  in  circulation. 

It  wiU  be  observed  that  the  amount  of  notes  issued  on 
de]30sit  accounts,  depends  not  on  the  banker  but  upon  the 
dejjositors.  They  lodge  money  in  his  bank,  and  draw  it 
out  when  they  please.  The  deposit  system,  therefore,  can- 
not place  in  circulation  any  additional  amount  of  money. 
The  depositors  cannot  draw  out  of  the  bank  more  money 
than  they  had  deposited.  After  the  deposits  are  made,  the 
amount  of  money  in  existence  is  precisely  the  same  as 
before.  The  only  difference  is,  that  what  was  previously 
in  the  hands  of  many  individuals,  is  now  in  the  hands  of 
the  banker — and  until  he  has  made  use  of  this  money  in 
the  way  of  discounts  or  loans,  or  in  some  other  mode,  no 
effect  whatever  can  be  produced  upon  the  trade  and  com- 
merce of  the  district.  All  the  advantage  the  people  of  the 
neighbourhood  obtain  by  the  deposit  system,  considered 
by  itself,  consists  in  having  a  place  of  security  in  which 
they  may  lodge  their  money — in  receiving  interest  for  the 
sums  thus  deposited — and  in  the  saving  of  time  and 
trouble  in  effecting  their  pecuniary  transactions.  But 
although  the  deposit  system  does  not  affect  the  amount  of 
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tlie  currency,  it  changes  its  character.  As  the  lodgments 
will  be  made  in  the  previously  existing  currency — whether 
gold,  or  silver,  or  notes  of  other  banks — and  all  the  issues 
will  be  in  the  banker's  own  notes — the  effect  will  l)e,  that 
in  course  of  time  all  the  previous  currency  will  have  passed 
into  the  bank,  and  all  the  existing  currency  will  consist 
exclusivelv  of  the  banker's  own  notes — and  the  more  fre- 
quent and  heavy  are  the  operations  on  the  deposit  accounts, 
the  more  rapidly  will  this  effect  be  produced. 

Banks  of  deposit  serve  to  economize  the  use  of  the  circu- 
lating medium.  This  is  done  upon  the  principle  of  transfer. 
The  principle  of  transfer  was  one  of  the  first  which  was 
brought  into  operation  in  modern  banking.  The  bank  of 
Amsterdam  was  founded  upon  this  principle.  Any  person 
who  chose,  might  lodge  money  in  the  bank,  and  might  then 
transfer  it  from  his  own  name  to  that  of  another  person. 
All  foreign  bills  of  exchange  were  required,  by  law,  to  be 
paid  by  such  transfers.  Altliough  the  money  might  at  any 
time  be  drawn  out,  either  by  the  original  depositor  or  by 
the  party  into  whose  name  it  had  been  transferred,  yet,  in 
fact,  this  was  seldom  done,  because  the  bank  money  was 
more  valuable  than  the  money  in  common  use,  and  conse- 
quently bore  a  premium  in  the  market.  The  transfer  of 
lodgments  is  extensively  practised  in  our  own  times.  If 
two  persons,  who  have  an  account  in  the  same  bank,  have 
business  transactions  with  each  other,  the  debtor  will  pay 
the  creditor  by  a  cheque  upon  the  bank.  The  creditor  will 
have  this  cheque  placed  to  his  credit.  The  amount  of 
money  in  the  bank  remains  the  same,  but  a  certain  portion 
is  transferred  into  a  different  name  in  the  banker's  books. 
The  cheque  given  by  the  debtor  is  an  authority  from  the 
debtor  to  the  banker  to  make  this  transfer. 

Here  the  payment  between  the  creditor  and  debtor  is 
made   without   any  employment   of   money.     No   money 
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passes  from  one  to  the  other :  no  money  is  paid  out  or  re- 
ceived by  the  banker.  Thns  it  is  that  banks  of  deposit 
economize  the  use  of  the  circulating  medium,  and  enable 
a  large  amount  of  transactions  to  be  settled  with  a  small 
amount  of  money.  The  money  thus  liberated  is  emj^loyed 
by  the  banker  in  making  advances,  by  discount  or  other- 
wise, to  his  customers.  Hence  the  principle  of  transfer 
gives  additional  efficiency  to  the  deposit  system,  and  in- 
creases the  productive  capital  of  the  country.  It  matters 
not  whether  the  two  parties  who  have  dealings  with  each 
other  keep  their  accounts  with  the  same  banker  or  with 
different  bankers ;  for,  as  the  bankers  exchange  their 
cheques  with  each  other  at  the  clearing-house,  the  effect, 
as  regards  the  public,  is  the  same.  The  dejiosit  system 
might  thus,  by  means  of  transfers,  be  carried  to  such  an 
extent  as  wholly  to  supersede  the  use  of  a  metallic  currency. 
Were  every  man  to  keep  a  deposit  account  at  a  bank,  and 
make  all  his  payments  by  cheques,  money  might  be  super- 
seded, and  cheques  become  the  sole  circulating  medium. 
In  this  case,  however,  it  must  be  supposed  that  the  banker 
has  the  money  in  his  hands,  or  the  cheques  would  have  no 
value. 

Since  1825,  the  following  facilities  have  been  granted  by 
the  Bank  of  England  to  those  who  have  deposit  accounts  ; 
or,  as  they  are  called,  "  drawing  accounts,"  at  the  bank  : — 

1.  The  bank  receives  dividends,  by  power  of  attorney, 
for  all  persons  having  drawing  accounts  at  the  bank, 

2.  Dividend  warrants  are  received  at  the  drawing  office 
for  ditto. 

3.  Exchequer  bills  and  other  securities  are  received  for 
ditto — the  bills  exchanged,  the  interest  received,  and  the 
amount  carried  to  their  respective  accounts. 

4.  Cheques  may  be  drawn  for  £5  and  upwards,  instead 
of  d£10  as  heretofore. 
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6.  Casli  boxes  taken  in,  contents  unknown,  for  such 
parties  as  keep  accounts  at  the  bank. 

6.  Bank  notes  are  paid  at  the  counter,  instead  of  draw- 
ing tickets  for  them  on  the  pay  clerks  as  heretofore. 

7.  Cheques  on  city  bankers,  paid  in  by  three  o'clock,  are 
received  and  passed  to  account  the  same  evening. 

8.  Dividend  warrants  taken  in  at  the  drawing  office  until 
four  in  the  afternoon,  instead  of  till  three  as  heretofore. 

9.  Credits  paid  into  account  are  received  without  the 
bank  book,  and  are  afterwards  entered  therein  without  the 
party  claiming  them. 

10.  Bills  of  exchange,  payable  at  the  bank,  are  paid  with 
or  without  advice ;  heretofore  with  advice  only. 

11.  Notes  of  country  bankers,  payable  in  London,  are 
sent  out  the  same  day  for  payment. 

12.  Cheques  are  given  out  in  books,  and  not  in  sheets  as 
heretofore. 
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SECTION  IX. 

BANKS    OF    REMITTANCE. 

TN  the  infancy  of  commerce,  all  trade  was  carried  on  with 
-^  ready  money.  Before  good  roads  are  formed,  and  posts 
are  established,  trade  between  distant  places  is  carried  on 
by  merchants,  who  associate  together  in  considerable  num- 
bers, and  meet  at  fixed  times  at  particular  places,  whence 
they  commence  their  journey  to  the  country  with  which 
they  intend  to  traffic.  When  arrived  at  the  place  whei'e 
the  market  is  held,  they  dispose  of  their  goods  for  ready 
money  ;  they  then  lay  out  their  money  in  the  purchase  of 
other  goods,  with  which  they  return.  Such  was  the  prac- 
tice with  the  merchants  of  the  East,  who  formed  the  im- 
mense caravans  that  formerly  traded  between  Europe  and 
India ;  and  such  is  the  practice  of  similar  caravans  that 
now  trade  between  Egypt  and  Mecca.  In  such  cases  all 
the  transactions  are  carried  on  with  ready  money.  The 
bankers,  if  such  they  may  be  called,  are  mere  money- 
changers, who  exchange  the  money  of  the  country  in  which 
they  live  for  the  money  of  other  countries. 

The  labour  of  carrying  money  from  one  country  to 
another  was  considerably  dimmished  by  the  invention  of 
bills  of  exchange  ;  but  the  same  mode  of  remittance  was 
continued,  even  in  England,  until  a  very  recent  period, 
with  regard  to  the  transmission  of  money  through  the  pro- 
vinces. When  a  country  is  considerably  improved,  good 
roads  are  established,  and  places  hitherto  obscure  become 
seats   of    manufacturing  and    agricultural  industry ;    an 
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interchange  of  commodities  will  take  place  between  the 
provinces  ;  the  produce  of  one  district  will  be  transported 
to  another :  hence  will  arise  the  necessity  of  having  some 
means  of  transmitting  money  in  payment  of  these  respec- 
tive commodities,  and  banks  will  consequently  be  estab- 
lished. It  is  not  the  banks  that  give  rise  to  the  trade,  it 
is  the  trade  that  gives  rise  to  the  banks  :  though,  after  the 
trade  is  established,  the  introduction  of  a  bank  extends  the 
trade. 

The  most  effectual  means  of  transmitting  money  through- 
out a  country  is  by  an  extensive  establishment  of  banks  ; 
banks  transmit  money  by  means  of  their  agencies,  by 
means  of  their  branches,  and  by  means  of  the  circulation 
of  notes. 

First. — Banks  transmit  money  by  means  of  their  agencies. 
This  is  the  way  in  which  it  is  carried  on  by  the  country 
bankers.  Each  country  banker  employs  a  London  agent 
to  pay  his  notes  or  bills,  and  to  make  payments  in  Lon- 
don ;  and,  on  the  other  hand,  to  receive  sums  that  may  be 
lodged  by  parties  residing  in  London  for  the  use  of  parties 
residing  in  the  country.  As  each  country  bank  is  thus 
connected  with  London,  it  is  virtually  connected  with  all 
the  other  banks  in  the  country ;  as  far,  at  least,  as  concerns 
the  transmission  of  money. 

Money  is  remitted  from  London  to  a  country  town  by 
being  paid  into  a  London  bank,  to  the  credit  of  the  country 
bank,  for  the  use  of  the  party  who  resides  in  the  country. 
Money  is  remitted  from  a  country  town  to  London  by  being 
paid  into  a  country  bank,  to  the  credit  of  their  London 
agents,  for  the  use  of  the  party  who  resides  in  London,  or 
by  remitting  to  the  party  a  bill  drawn  by  the  country 
upon  the  London  bank.  Money  is  remitted  from  one 
country  town  to  another  by  paying  the  money  into  the 
country  bank,  to  be  paid  by  their  London  agents  to  the 
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London  agent  of  the  country  bank  establislied  in  the  town 
to  which  the  money  is  to  l:)e  remitted,  or  by  sending  direct 
to  the  party  a  bill  drawn  by  the  country  uj^on  the  London 
bank,  which  bill  will  be  discounted  by  the  bank  established 
in  the  place  to  which  the  bill  is  sent. 

Secondly. — Banks  remit  money  from  one  place  to  another 
by  means  of  their  branches.  Money  is  received  at  the  head 
office  for  the  credit  of  any  branch  ;  and  money  is  received 
at  each  of  the  branches  for  the  credit  of  the  head  office ; 
and  letters  of  credit  are  also  granted  at  every  branch  upon 
ail  the  other  branches.  The  Bank  of  England  transmits 
money  from  London  to  a  branch  ;  and  vice  versa,  for  only 
the  charge  of  postage.  The  branches  also  draw  bills  upon 
the  parent  establishment  at  fourteen  days'  date  without 
any  charge. 

Thirdly. — Banks  remit  money  from  one  place  to  another 
by  means  of  their  circulation.  Every  bank  of  circulation 
will  necessarily  become  a  bank  of  remittance,  whether  it 
carry  on  the  remitting  of  money  as  a  branch  of  business 
or  not.  Some  of  the  notes  which  ai-e  issued  will  be  sent 
as  payments  from  one  place  to  another.  This  will  be 
more  frequently  the  case  if  the  notes  are  payable  at  any 
place  besides  the  place  of  issue,  or  the  bank  that  issues 
them  has  credit  over  a  great  extent  of  country  :  thus.  Bank 
of  England  notes  serve  the  purpose  of  remittance  all  over 
the  kingdom.  They  are  usually  cut  in  halves  and  sent  by 
post,  one  half  being  retained  till  the  receipt  of  the  first 
is  acknowledged.  The  issue  of  bank  post  bills,  payable 
seven  days  after  sight,  and  granted  in  favour  of  the  party 
to  whom  the  payment  is  to  be  made,  has  still  farther  in- 
creased the  efficiency  of  the  Bank  of  England  as  a  bank  of 
remittance. 

The  extent  of  the  remittance  of  any  place  must  depend 
in  a  great  degree  upon  its  trade — that  is,  upon  its  exports 
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and  its  imports.  Money  must  be  sent  from  a  place  to  pay 
for  its  imports,  and  money  must  be  received  in  exchange 
for  exports.  Both  these  branches  of  remittance,  as  far  as 
regards  provincial  towns,  are  effected  through  the  banks. 
Exporters  and  importers,  residing  in  a  city  or  town,  do  not 
meet  together,  like  the  merchants  engaged  in  a  foreign 
trade,  and  traffic  from  their  bills,  but  both  parties  go  to 
the  bank.  The  exporter  draws  bills  which  he  discounts 
with  the  bank ;  the  importer  obtains  from  the  bank  bills 
or  letters  of  credit,  which  he  remits  in  payment  of  his  im- 
ports. The  amount  of  this  kind  cf  business  must,  of 
course,  depend  upon  the  amount  of  the  trade.  When  the 
imports  are  great,  there  will  be  demand  for  bills,  or  other 
modes  of  remittance  upon  the  banker.  When  the  exports 
are  great,  bills  will  be  brought  to  him  for  discount,  or 
lodgments  will  be  made  to  his  credit  at  his  agents.  By 
comparing  the  sums  which  are  thus  transmitted  in  dif- 
ferent directions,  a  banker  can,  merely  by  a  reference  to 
his  own  books,  ascertain  the  balance  of  trade  between  the 
place  in  which  he  resides  and  any  other  place  with  which 
it  may  have  commercial  intercourse.  If  he  finds  his  ex- 
changes with  the  neighbouring  bankers  are  unfavourable, 
he  may  infer  that  the  balance  of  trade  is  against  the  place 
in  which  his  bank  is  established.  And  if,  on  the  other 
hand,  the  exchanges  are  in  his  favour,  he  may  infer  the 
balance  of  trade  is  favourable.  It  will  generally  be  found, 
that  the  trade  between  seaport  and  inland  towns  is  always 
in  favour  of  the  former.  Manufacturing  towns  and  large 
cities  have  usually  the  balance  in  their  favour.  It  may  be 
observed,  however,  that  the  balance  of  remittances  will  not 
always  show  the  balance  of  trade.  With  regard  to  places 
of  fashionable  resort,  for  instance,  there  must  be  a  great 
consumption  of  commodities  imported  from  other  places, 
and  at  the  same  time  there  is  no  commodity  exported, — 
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here  the  balance  of  trade  is  unfavourable  :  at  the  same 
time  thei-e  must  be  great  remittances,  in  money,  to  the 
j)arties  residing  there,  to  enable  them  to  pay  for  the  com- 
modities they  consume.  Thus,  too,  when  large  sums  are 
remitted  from  England  to  absentee  landlords,  or  as  loans 
to  foreign  powers,  the  balance  of  remittance  may  be 
against  England,  while  the  balance  of  trade  may  be  in  her 
favour. 

The  remitting  of  money  to  London  by  a  country  bank 
diminishes  the  currency  to  that  amount  in  the  place  where 
the  bank  is  established.  If  a  person  at  Birmingham  takes 
one  hundred  sovereigns  to  the  branch  of  the  Bank  of  Eng- 
land, and  obtains  a  bill  at  fourteen  days  on  the  parent 
establishment  in  London,  then  there  is  a  banking  capital 
created  for  fourteen  days.  If,  when  the  bill  becomes  due, 
the  Bank  of  England  pay  the  bill  in  gold,  the  banking 
capital  is  destroyed.  The  currency  of  Birmingham  is  now 
one  hundred  sovereigns  less,  and  that  of  London  is  one 
hundred  sovereigns  more.  During  the  existence  of  the 
bill  there  were  one  hundred  sovereigns  less  in  circulation, 
and  these  one  hundred  sovereigns  were  represented  by  the 
bill.  Some  coimtry  bankers,  instead  of  drawing  bills  upon 
their  London  agents,  reissue  the  bills  r.liey  have  discounted. 
By  this  means  the  banker  saves  the  expense  of  remitting 
the  discounted  bill  to  London,  and  the  person  taking  it 
saves  the  expense  of  the  stamp  for  a  new  bill. 

Banks  of  remittance  encourage  the  trade  of  a  district 
in  two  ways  :  First,  by  diminishing  the  prices  of  commo- 
dities. The  facility  of  conveying  money  has  the  same 
effect  upon  trade  as  a  facility  of  conveying  commodities. 
The  opening  of  good  roads  diminishes  the  expense  of  the 
conveyance  of  goods.  This  cheapness  in  the  conveyance 
causes  the  commodities  to  be  sold  at  a  lower  price.  As 
the  imports  into  the  town  are  sold  at  a  cheaper  rate,  and 
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the  exports  are  also  sold  at  a  lower  price  at  the  place  of 
consumption,  the  increased  cheapness  in  both  cases  in- 
creases the  demand,  and  hence  trade  is  advanced.  The 
cheapness  of  conveying  money  operates  in  the  same  way 
as  cheapness  in  the  conveyance  of  goods.  After  the 
goods  are  sold,  the  money  must  be  transmitted.  The 
expense  of  remitting  the  money,  like  the  expense  of  con- 
veying the  goods,  must  be  regarded  as  an  item  in  the  cost 
of  production,  and  be  taken  into  account  in  fixing  the  price 
at  which  the  goods  must  be  sold.  Banks  remit  money  at 
a  less  expense  than  it  can  be  remitted  in  any  other  way. 
Hence  the  merchants  are  enabled  to  sell  their  merchandise 
at  a  lower  price,  and  thereby  consumption  is  increased  and 
trade  is  extended. 

The  second  way  iu  which  banks  of  remittance  promote 
trade  is  by  enabling  capital  to  revolve  more  rapidly.  They 
cause  money  to  be  remitted  in  a  shorter  space  of  time. 
For  instance, — an  Irish  butter-merchant  may  purchase  of 
a  farmer  a  quantity  of  butter,  and  ship  it  for  London.  He 
may,  on  the  same  day,  draw  a  bill  for  the  value  of  the 
butter,  and  have  it  discounted  at  the  bank.  With  this 
money  he  may  purchase  a  further  quantity  of  butter 
against  which  he  may  draw  another  bill  and  have  it 
discounted.  This  operation,  if  he  be  in  good  credit, 
may  be  repeated  as  often  as  he  pleases.  Now,  if  there 
be  no  bank  in  the  district,  he  could  not  get  the  money 
for  the  first  shipment  of  butter  until  the  return  of  post 
from  London,  and  then  he  would  receive  large  Bank  of 
England  rxotes,  which  he  might  not  easily  be  able  to 
get  changed.  During  this  inteiwal  he  can  make  no  pur- 
chases for  want  of  money,  and  the  farmer  has  no  sale  for 
his  butter.  Thus  the  banks  enable  the  merchants'  capital 
to  revolve  several  times  more  i-apidly  than  it  could  other- 
»vise  do.    To  increase  the  rapidity  of  the  returns  of  capital 
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has  the  same  effect  as  to  increase  its  amount.  If  any 
given  amount  of  capital,  that  now  revolves  once  in  a  yeai, 
be  made  to  revolve  twice  in  a  year,  it  will  have  the  same 
effect  upon  trade  as  if  the  amount  of  capital  were  doubled 
and  its  progress  remained  the  same. 

Banks  of  deposit  encourage  the  trade  and  wealth  of  a 
district  by  collecting  together  the  various  small  amounts 
of  money  that  previously  lay  idle  in  the  hands  of  the  de- 
positors, and  employing  this  sum  in  advances,  by  way  of 
loan  or  discount,  to  the  productive  classes  of  the  com- 
munity. The  commodities  thus  produced  are  remitted  to 
a  distant  place  for  sale.  But  in  the  interval,  between  the 
transmission  of  the  goods  and  the  return  of  the  money  for 
which  they  may  be  sold,  the  manufacturer  is  deprived  of 
the  use  of  this  amount  of  capital.  Banks  of  remittance 
guard  against  this  inconvenience,  and  advance  immediately 
to  the  manufacturer  the  value  of  the  goods,  by  discounting 
his  bill  upon  the  party  to  whom  they  are  consigned.  By 
this  means  he  has  all  the  advantage  to  be  gained  from  the 
higher  prices  at  a  distant  sale,  in  connexion  with  that 
prompt  payment  he  would  obtain  from  a  home  market. 
Thus  it  is,  that  while  banks  of  deposit  enable  the  capital 
of  any  district  to  revolve  more  rapidly  within  the  district, 
banks  of  remittance  enable  it  to  revolve  more  rapidly  with 
reference  to  other  places.  Both  produce  the  same  effect  as 
that  positive  increase  of  capital  which  is  introduced  by 
banks  of  circulation. 
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SECTION  X. 

BANKS  OF  CIRCULATION. 

A  BANK  that  issues  notes  is  called  a  bank  of  circulation. 
^  ^  The  amount  of  notes  that  any  bank  has  in  circulation 
is  usually  called  by  bankers  "  tine  circulation T  Banks  of  cir- 
culation, both  in  England  and  Scotland,  have  all  of  them 
had  to  sustain  heavy  accusations.  I  shall  notice  some  of 
these  charges,  not  with  a  view  of  rebutting  them  in  regard 
to  any  individual  bank,  but  in  order  to  discuss  the  general 
principles  by  which  we  should  be  guided,  in  judging  of  the 
effects  produced  by  banks  of  circulation. 

The  most  common  charge  against  banks  of  circulation 
is,  that  they  have  issued  an  excessive  amount  of  their 
notes  ;  and  thus  have  encouraged  speculation,  raised  the 
price  of  commodities,  and  led  to  commercial  convulsions 
similar  to  that  of  December,  1825. 

Before  entering  upon  the  consideration  of  these  charges, 
I  shall  point  out  the  checks  that  02:)erate  against  an  over- 
issue of  notes. 

I  have  already  stated  that  similar  accusations  may  be 
as  justly  advanced  against  banks  of  deposit  as  against 
banks  of  circulation ;  for  to  give  increased  motion  to  the 
currency  has  the  same  effect  as  to  increase  its  amount.  If 
a  million  of  money  be  taken  from  the  counting-houses  of 
the  merchants,  and  the  tills  of  the  shopkeepers,  and  lodged 
in  the  hands  of  a  London  banker,  for  him  to  employ  in 
advancing  loans  or  discounting  bills,  this  has  the  same 
effect  as  though  he  issued  for  the  same  purposes  a  million 
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of  his  own  promissory  notes.  There  is,  however,  one  dil- 
ference.  The  advances  of  a  London  banker  are  limited  by 
the  amount  of  his  lodgments.  If  the  money  be  not  placed 
in  his  hands,  he  cannot  issue  it ;  and  hence  he  may  be 
regarded  as  merely  an  agent  regulating  the  distribution  of 
the  previously  existing  currency.  But  the  country  banker 
having  the  power  of  making  money,  the  amount  of  his 
advances  is  not  subject  to  this  restraint. 

But  the  amount  of  notes  issued  by  a  bank  must  be 
limited  by  the  demand  of  its  customers.  No  banker  is  so 
anxious  to  put  his  notes  into  circulation  that  he  gives 
them  away.  He  advances  them  either  by  way  of  loan  or 
discount ;  and  he  always  believes  that  the  security  on 
which  he  makes  his  advances  is  sufficiently  ample.  He 
expects  that  the  money  will  be  repaid  with  interest.  It  is 
true,  that  like  other  commercial  men,  he  is  sometimes 
deceived  in  his  customers  ;  and  by  placing  too  much  con- 
fidence in  them,  he  sustains  losses.  But  this  is  a  misfor- 
tune against  which  he  is  always  anxious  to  guard.  The 
issues  of  bankers  are  limited,  therefore  ;  on  the  one  hand 
by  the  wants  of  the  public,  and  on  the  other  by  the 
bankers'  desire  to  protect  their  own  interests. 

A  further  check  upon  the  issues  of  banks  is,  that  all 
their  notes  are  payable  on  demand.  Although  a  banker 
has  the  power  of  issuing  his  notes  to  excess,  either  by  ad- 
vancing them  as  dead  loans  or  on  slender  security,  yet  he 
has  not  the  power  of  keeping  them  out ;  their  remaining 
in  circulation  depends  not  on  him,  but  on  the  public  ;  and 
the  uncertainty  as  to  the  time  of  their  return  for  payment 
compels  him  to  keep  at  all  times  a  sufficient  stock  of 
money  to  meet  the  most  extensive  demand  that  is  likely  in 
the  ordinary  course  of  business  to  occur. 

Another  check  upon  an  excessive  issue  of  notes,  is  the 
system  of  exchanges  that  is  cai'ried  on  between  the  banks. 
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Every  banker  that  issues  notes  has  an  interest  in  with- 
drawing from  circulation  the  notes  of  eveiy  other  banker, 
in  order  to  make  more  room  for  his  own.  When  a  banker 
receives  the  notes  of  another  banker,  he  never  reissues 
them.  If  the  two  bankers  live  in  the  same  place,  they 
meet  once  or  twice  a  week,  as  they  may  find  convenient, 
and  exchange  their  notes.  The  balance  between  them,  if 
any,  is  paid  by  a  draft  on  London  payable  on  demand  ;  or, 
which  amounts  to  the  same  thing,  the  London  agent  of 
the  one  party  is  directed  to  pay  the  amount  to  the  Londor 
agent  of  the  other  party.  If  the  country  banker  lives  at  a 
distance  from  the  banker  whose  notes  he  has  received,  he 
sends  them  to  his  London  agent  to  present  for  payment. 
Hence  it  is  that  country  notes  seldom  travel  far  from  the 
place  of  issue  :  they  are  sure  to  be  intercepted  by  some  of 
the  rival  banks ;  and  in  a  country  where  banks  are  so 
numerous  as  in  England,  it  is  obvious  that  the  notes  of 
any  individual  bank  must  move  in  a  very  limited  circle 
If  a  banker  attempts  to  force  out  a  higher  amount  of  notes 
than  the  wants  of  this  circle  require,  he  will  soon  find  that 
the  notes  will  be  returned  to  him  in  the  exchanges  with 
neighbouring  bankers,  or  else  they  will  speedily  find  their 
way  for  payment  to  his  London  agent. 

Another  check  upon  an  over-issue  on  the  part  of  the 
banks  is  their  practice  of  allowing  interest  upon  money 
lodged  in  their  hands.  No  man  will  keep  money  lying 
idle  in  his  hands  if  he  can  obtain  interest  for  it,  and  have 
it  returned  to  him  upon  demand.  If  a  banker  attempts 
to  force  out  a  large  amount  of  notes,  they  will  get  into 
the  hands  of  somebody.  And  those  who  do  not  employ 
them  in  their  trade  will  take  them  back  to  the  bank  and 
lodge  them  to  their  credit,  for  the  purpose  of  receiving 
the  interest.  Thus,  if  the  notes  of  a  banker  are  put  in 
motion  by  the  operations  of  commerce,  they  are  soon  inter- 

I. 
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cepted  by  rival  bankers ;  and  if  they  attain  a  state  of 
rest,  they  are  brought  back  and  lodged  upon  interest ;  so 
that  in  either  case  they  are  withdrawn  from  circulation. 

Banks  of  circulation  have  also  been  accused  of  encou- 
raging a  spirit  of  speculation. 

To  obtain  clear  ideas  as  to  the  justice  of  this  charge, 
it  will  be  necessary  to  define  accurately  the  nature  of 
speculation,  and  to  view  the  circumstances  by  which  it  is 
governed. 

Between  the  producer  and  the  consumer  of  any  com- 
modity, there  are  generally  two  or  more  parties,  who  are 
merchants  or  dealers.  The  demand  for  any  commodity 
is  either  a  speculative  or  a  consumptive  demand.  The 
demand  by  the  consumers  who  purchase  for  immediate 
use,  is  always  a  consumptive  demand.  But  if  the  com- 
modity purchased  be  not  intended  for  immediate  use, 
but  is  purchased  at  any  given  time,  merely  because  the 
purchaser  apprehends  that  its  price  will  advance,  then  is 
that  demand  a  speculative  demand.  So,  if  a  merchant 
purchase  of  a  manufacturer,  or  a  farmer,  such  a  quantity 
of  commodities  as  in  the  ordinary  course  of  his  trade  he 
is  likely  to  require,  that  demand  may  be  considered  a 
<!onsumptive  demand  ;  but  if,  in  expectation  of  a  rise  in 
price,  he  fills  his  warehouses  with  goods  for  which  he  has 
no  immediate  sale,  then  is  that  demand  a  speculative  de- 
mand. A  speculation,  then,  is  that  kind  of  trafl&c  in 
which  the  dealer  expects  to  realize  a  profit,  not  by  the 
ordinary  course  of  trade,  but  by  the  intervention  of  some 
fortuitous  circumstance  that  shall  change  the  price  of  the 
commodity  in  which  he  deals. 

A  speculation  in  any  commodity,  therefore,  is  occasioned 
by  some  opinion  that  may  be  formed  of  its  future  price.  It 
is  well  known  that  the  price  of  commodities  is  governed  by 
tne  proportion  that  may  exist  between  the  supply  and  the 
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demand.  Whatever  increases  the  supply,  or  diminishes 
the  demand,  will  lower  the  price;  and,  on  the  contrarv, 
whatever  diminishes  the  supply,  or  increases  the  demand, 
will  advance  the  price.  The  greater  part  of  our  food,  and 
the  materials  of  most  of  our  clothing,  are  produced  by  the 
seasons;  and  the  quantity  produced  in  each  year  depends, 
in  a  great  degree,  upon  the  most  uncertain  of  all  things, — 
the  weather.  Here,  then,  is  a  wide  field  for  speciilation. 
If  our  food,  like  the  manna  in  the  wilderness,  were  sup- 
plied to  us  day  by  day,  in  exactly  the  quantity  that  each 
individual  required,  it  would  furnish  no  subject  for  specu- 
lation. But  as  long  as  the  seasons  are  variable  in  the 
quantity  of  their  productions,  so  long  will  speculation 
exist.  Many  commodities,  too,  besides  being  influenced  by 
the  seasons,  are  influenced  by  several  other  circumstances, 
— as  a  state  of  peace  or  war,— the  opening  of  new  markets 
— the  discovery  of  cheaper  modes  of  production, — or  the 
substitution  of  a  rival  commodity;  all  these  circumstances 
have  an  effect  upon  price,  and  the  dealer  who  buys  or  sells 
any  commodity  in  expectation  that  an  alteration  in  price 
will  be  produced  by  such  causes,  is  a  speculator. 

Now,  it  is  obvious  that  no  system  of  banking  can  prevent 
speculation,  and  that  speculations  would  be  formed,  even 
were  there  no  bank  in  existence.  We  learn  from  Holy 
Writ,  that  the  owners  of  corn  sometimes  refused  to  sell,  in 
expectation  of  an  advance  of  price.  These  were  specula- 
tions, though  Judaea  had  neither  banks  nor  paper  money. 
If  it  be  said  that  the  country  banks  are  the  cause  of 
speculation,  I  will  ask  how  it  is  that  speculations  exist  in 
countries  where  there  are  no  country  banks  ?  If  it  be  said 
that  the  issuing  of  country  notes  is  the  cause  of  specula- 
tion, I  will  ask  how  it  is  that  Liverpool  is  the  most 
speculative  place  in  England,  although  the  Liverpool 
bankers  do  not  issue  notes  r   If  it  be  said  that  the  specula- 
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tions  of  1825  were  produced  by  the  country  banks,  I  will 
ask,  what  produced  similar  speculations  in  1720,  when  there 
was  not  a  single  country  bank  in  the  kingdom  ? 

It  must  not,  however,  be  denied  that  all  banking  gives 
to  speculation  facilities  that  would  not  otherwise  be  so 
easily  supplied.  It  is  the  object  of  banking  to  give  facili- 
ties to  trade,  and  whatever  gives  facilities  to  trade  gives 
facilities  to  speculation.  Trade  and  speculation  are  in 
some  cases  so  nearly  allied,  that  it  is  impossible  to  say  at 
what  precise  point  trade  ends  and  speculation  begins. 
When  a  banker  discounts  a  bill,  he  does  not  usually  ask  the 
party  how  he  intends  to  employ  the  money ;  and,  for  aught 
he  knows,  it  may  be  employed  in  speculation.  Wherever 
there  are  banks,  capital  is  more  readily  obtained,  and  at  a 
cheaper  rate.  The  cheapness  of  capital  gives  facilities  to 
specxilation  just  in  the  same  way  as  the  cheapness  of  beef 
and  of  beer  gives  facilities  to  gluttony  and  drunkenness. 

The  legitimate  operations  of  banking,  however,  are  such 
as  to  place  speculation  under  some  degree  of  restraint.  As 
to  men  of  large  capital  and  immense  wealth,  they  may 
speculate  as  much  as  they  please  ;  i-ver  i/iem  the  bankers 
have  no  control.  But  if  men  of  moderate  means  engage  in 
speculation  beyond  their  capital,  it  is  not  the  interest  of 
the  banker  to  support  them.  For  such  persons  to  carry 
speculation  to  any  great  extent,  it  is  necessary  either  that 
they  raise  money  on  slender  security,  or  that  the  money  be 
advanced  for  a  considerable  length  of  time.  It  is  not  the 
interest  of  a  banker  to  meet  their  wishes  in  either  of  these 
respects.  It  is  not  his  interest  to  advance  his  money  on 
insufficient  security.  It  is  not  his  interest  to  advance 
money  as  a  dead  loan.  The  security  a  banker  requires 
ought  to  be  both  ample  and  convertible.  It  is  contrary  to 
all  sound  principles  of  banking  for  a  banker  to  advance 
money  on  dead  security.     In  the  first  place,  such  loans  do 
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not  create  any  banking  capital ;  and,  in  the  second  place, 
they  cannot  be  suddenly  called  up,  in  case  any  contraction 
of  the  banking  capital  should  render  it  necessary. 

In  admitting  that  banking,  by  granting  facilities  to 
trade,  necessarily  grants  facilities,  to  a  certain  extent,  to 
speculation,  it  is  not  admitted  that  bankers  generally  have 
granted  facilities  to  speculation  beyond  the  fair  operations 
of  their  trade.  All  speculation,  by  increasing  the  number 
and  amount  of  commercial  transactions,  puts  into  motion 
a  greater  quantity  of  money.  This  money  is  supplied  by 
the  bankers  either  in  the  way  of  repayment  of  deposits,  or 
of  discounting  of  bills,  or  by  loans.  Now  as  increased 
issues  on  the  part  of  the  banks  are  almost  simultaneous 
with  a  spirit  of  speculation,  it  has  been  inferred  that  the 
issues  of  the  notes  have  excited  the  spirit  of  speculation, 
whereas  it  has  been  the  spirit  of  speculation  that  has 
called  out  the  notes.  In  the  years  1824  and  1825,  as  the 
speculations  increased,  the  issues  of  notes  increased  ;  and 
when  the  speculations  were  over,  the  notes  returned.  This 
was  the  case  not  merely  in  England,  but  also  in  Scotland, 
though  none  of  the  Scotch  banks  sustained  the  least  dimi- 
nution of  public  confidence. 

Another  charge  that  has  often  been  preferred  against 
banks  of  circulation  is,  that  by  an  increased  issue  of  their 
notes  they  have  caused  a  general  rise  in  prices. 

In  investigating  this  charge,  it  will  be  proper  to  inquire 
what  are  the  cases  in  which  an  increased  issue  of  notes  may 
produce  a  rise  in  prices. 

It  cannot  be  denied  that  if  any  bank  have  the  privilege 
of  issuing  notes,  not  convertible  into  gold — that  is,  not 
payable  in  gold  on  demand — the  notes  may  be  issued  to 
such  an  amount  as  to  cause  a  considerable  advance  in 
prices.  It  is  now  generally  believed  that  the  issues  of  the 
Bank  of  England  during  the  operation  of  the  Restriction 
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Act  did  produce  this  effect.  It  may  also  be  admitted  that 
in  a  country  where  there  is  one  chief  bank,  possessing  an 
immense  capital  and  unbounded  confidence,  the  notes  of 
such  a  bank,  even  if  payable  in  gold,  may  be  issued  to  such 
an  extent  as  to  cause  an  advance  of  prices,  until  an  un- 
favourable course  of  the  exchange  shall  cause  payment  of 
the  notes  to  be  demanded  in  gold.  For  gold  will  not  be 
demanded  until  the  course  of  the  exchange  is  so  unfavour- 
able as  to  cause  the  expoi'tation  of  gold  to  be  attended 
with  profit.  Hence  the  issues  of  the  Bank  of  England 
being  at  present  under  no  other  restraint  than  liability  to 
pay  in  gold  en  demand,  may  for  a  time  cause  an  advance  in 
prices. 

In  cases  where  the  increased  issue  of  notes  is  caused  by 
the  increased  quantity  of  commodities  brought  to  market, 
the  additional  amount  of  notes  put  into  circulation  does 
not  cause  any  advance  of  prices.  In  all  agricultural  dis- 
tricts there  is  a  great  demand  for  notes  about  the  season 
of  harvest,  to  pay  for  the  produce  then  brought  to  market. 
In  the  south  of  Ireland  the  amount  of  notes  in  circulation 
is  much  greater  in  the  winter,  when  corn  and  bacon  are 
being  exported,  than  in  the  summer  months.  Almost  every 
trade  and  every  kind  of  manufacture  is  carried  on  with 
more  activity  at  some  periods  of  the  year  than  at  others  ; 
and  during  the  active  seasons  when  money  is  in  demand, 
more  notes  are  in  circulation.  These  notes  are  at  such 
periods  drawn  out  of  the  banks,  either  as  repayments  of 
money  lodged,  or  by  discount  of  the  bills  drawn  against 
the  exported  commodities. 

An  increased  issue  of  notes  often  causes  the  production 
of  an  additional  quantity  of  commodities,  and  in  this  case 
does  not  produce  an  advance  of  prices.  The  issue  of  notes 
will  be  either  in  the  form  of  discounts,  or  loans,  or  the  re- 
payment of  deposits.     In  either  case  the  parties  receiving 
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tiie  money  "will  spend,  it,  and  a  demand  will  thus  be  occa- 
sioned for  a  certain  class  of  commodities.  If  this  demand 
should  not  exceed  the  quantity  that  can  be  readily  supplied, 
there  will  be  no  advance  of  price.  The  parties  who  receive 
the  money  from  the  banker  may  give  it  to  the  dealer  in  ex- 
change for  the  articles  they  purchase.  The  dealer  wishes 
to  replace  the  goods  he  has  sold,  and  passes  the  money  for 
more  goods  to  the  manufacturer.  The  manufacturer  con- 
sequently buys  more  raw  material  and  employs  more 
laliourers.  An.  increased  quantity  of  goods  is  thus  pro- 
duced, and  exchanged  against  the  increased  quantity  of 
money.  But  while  the  supply  can  keep  pace  with  the 
demand,  the  price  will  remain  the  same  ;  it  is  only  when  the 
demand  exceeds  the  supply,  and  the  commodities  are  con- 
sequently comparatively  scarce,  that  the  price  will  advance. 
In  many  cases,  an  increased  issue  of  notes  is  not  the 
catise,  hut  the  effect  of  an  advance  of  prices.  If  a  Yorkshire 
clothier  sells  a  thousand  pounds'  worth  of  goods  to  a 
London  merchant,  he  will  draw  a  bill  for  a  thousand 
pounds,  and  take  it  for  discount  to  a  country  banker, 
whose  notes  for  a  thousand  pounds  may  thus  be  put  into 
circulation;  but  if,  in  consequence  of  a  scarcity  of  wool,  or 
from  any  other  cause,  the  goods  that  were  sold  for  a 
thousand  pounds  are  now  worth  two  thousand  pounds,  then 
will  the  banker  discount  a  bill  for  two  thousand  pounds, 
and  put  into  circulation  two  thousand  pounds  of  his  notes. 
In  this  case  it  is  obvious  that  the  issue  of  notes  is  not  the 
cause  of  the  high  price  of  wool;  but  that  the  high  price  of 
wool  is  the  cause  of  the  increased  issue  of  notes.  Such  is 
often  the  case  with  many  other  commodities ;  a  real  or 
apprehended  scarcity  causes  an  advance  in  price.  The  same 
commodity  exchanges  for  a  greater  quantity  of  money. 
The  bills  are  drawn  for  higher  sums,  and  the  bankers  who 
discount  these  bills  issue,  of  course,  a  greater  amount  of 
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notes.  The  rise  in  price,  too,  renders  more  capital  neces- 
sary to  carry  on  the  same  extent  of  business.  Many  per- 
sons who  had  money  in  the  bank  on  interest  will  now  draw 
it  out,  to  employ  it  in  their  trade,  and  these  operations  will 
t)ccasion  a  still  farther  issue  of  notes.  A  rise  in  the  price 
of  one  commodity  will  sometimes  advance  the  price  of  other 
commodities,  and  hence  similar  banking  operations  are 
effected  by  persons  engaged  in  other  branches  of  trade. 
The  process  by  which  high  prices  cause  an  increase  in  the 
amount  of  notes  in  circul.-.tion,  can  thus  be  easily  and 
obviously  traced. 

In  cases  where  an  increased  issue  of  notes  does  cause  an 
advance  of  price,  the  advance  can  be  but  temporary,  and 
this  advance  may  generally  be  ascribed  to  a  spirit  of  specu- 
lation on  the  part  of  the  dealers,  and  not  to  an  excessive 
issue  on  the  part  of  the  banks.  As  the  prices  of  all  com- 
modities are  regulated  by  the  proportion  that  may  exist 
between  the  demand  and  the  supply,  whenever  an  increased 
issue  of  notes  raises  prices,  it  must  be  either  by  increasing 
the  demand  for  commodities,  or  diminishing  the  supply. 
The  cases  in  which  an  increased  issue  of  notes  may  cause 
an  advance  of  prices,  are  chiefly  those  in  which  the  money 
is  employed  in  purchasing  such  commodities  as  cannot  be 
readily  produced  by  human  labour.  Thus,  if  a  banker 
lend  money  to  a  corn  merchant  to  purchase  a  stock  of  corn, 
he  increases  the  demand  for  corn.  If  he  lend  money  to  a 
farmer  to  enable  him  to  pay  his  rent  without  selling  his 
corn,  he  diminishes  the  supply.  In  both  cases  he  may 
cause  an  advance  in  price.  But  even  in  this  case,  the  most 
unpopular  that  can  well  be  imagined,  the  effect  on  price 
will  be  but  temporary  ;  for  these  speculations  do  not  dimi- 
nish the  quantity  of  corn  in  the  country.  The  supplies 
now  withheld  must  ultimately  be  sold,  and  in  proportion 
as  they  advance  the  price  when  withheld,  will  they  l(nv(>r 
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the  price  when  broxaght  to  market.  A  degree  of  specula- 
tion in  some  commodity  or  other  is  always  on  foot,  and 
occasions  fluctuations  in  the  price,  The  banks  have 
no  control  over  these  speculations,  and  ought  not  to  be 
deemed  answerable  for  the  changes  they  occasion.  To  sup- 
pose that  the  banks  can  so  regulate  their  issues  as  to  main- 
tain permanent  prices,  is  to  ascribe  to  them  a  power  which 
they  do  not  possess,  and  which,  if  they  did  possess,  they 
oi;ght  never  to  use. 

There  are  various  cases  wherein  an  increased  issue  of 
notes  causes  a  reduction  of  prices.  The  speculations  which 
advance  prices  are  chiefly  those  carried  on  by  dealers.  The 
speculation*!  of  producers  who  invest  their  capital  in  new 
imdertakiiigs,  with  the  view  of  producing  any  given  com- 
modities at  a  less  cost,  will,  if  successful,  reduce  the  price 
to  the  consumer,  and  so  far  as  such  speculations  are  assisted 
by  the  banks,  the  issue  of  notes  thus  occasioned  tends  to 
the  reduction  of  prices.  An  advance  of  money  which 
enables  a  farmer  to  bestow  a  higher  degree  of  cultivation 
on  his  land — which  enables  a  manufacturer  or  a  trades- 
man to  extend  his  business — has  the  effect  of  increasing 
the  quantity  of  commodities  offered  for  sale,  and  conse- 
quently to  reduce  the  price.  The  banks,  too,  by  advancing 
capital  on  lower  terms  than  it  could  be  otherwise  obtained, 
diminish  the  cost  of  production,  and  consequently  the 
price.  The  banks  still  farther  reduce  prices  by  destroying 
monopoly.  In  towns  where  there  are  no  banks,  a  few 
moneyed  men  have  all  the  trade  in  their  own  hands  :  but 
when  a  bank  is  established,  other  persons  of  character  are 
enabled  to  borrow  capital  of  the  bankers.  Thus  monopoly 
is  destroyed,  competition  is  produced,  and  jDrices  fall. 
Hence  it  is  obvious,  that  in  the  ordinary  course  of  business 
the  issues  of  the  banks  tend  not  to  advance  but  to  lower 
prices. 
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The  effect  -which  the  amount  of  notes  in  circulation  has 
upon  the  foreign  exchanges  has  lieen  the  subject  of  much 
discussion.  One  party  contended,  that  as  the  amount  of 
notes  increases,  the  exchange  must  become  unfavourable. 
Another  party  maintained,  that  the  exchanges  were  not  at 
all  affected  by  the  issue  of  notes,  but  by  the  state  of  foreign 
trade.  The  authors  of  the  Report  of  the  Bullion  Com- 
mittee expressed  the  former  opinion,  some  of  the  Bank 
directors  maintained  the  latter. 

It  is  obvious  that  the  exchanges  are  regulated  by  the 
amount  of  gold  that  is  required  to  be  sent  abroad,  either 
to  pay  the  balance  of  trade,  or  to  pay  our  armies,  or  to  sub- 
sidize foreign  Powers,  or  as  rents  to  absentees,  or  fo-r  some 
other  purpose.  Now  it  is  clear  that  an  increased  or  di- 
minished issue  of  notes  will  in  no  way  diminish  the  amount 
of  gold  that  is  to  be  sent  abroad,  and,  therefore,  can  have 
no  direct  effect  upon  the  exchanges.  If  we  owe  the  gold, 
we  must  pay  it.  We  may  diminish  our  issues  of  notes, 
but  that  will  not  pay  our  debts.  If,  then,  the  issues  of 
notes  have  any  effect  upon  the  exchanges  it  must  be  in  an 
indirect  way. 

I  have  already  stated  that  an  increased  issue  of  notes 
can  have  no  effect  upon  the  prices  of  commodities  at  home, 
but  by  influencing  either  the  supply  or  the  demand.  If 
the  increased  quantity  of  money  raises  the  demand  for 
commodities  beyond  a  certain  point,  it  will  advance  the 
price.  And  if  it  increases  the  supply  it  will  lower  the 
price  ;  but  in  no  way  can  the  quantity  of  money  in  circula- 
tion aft'ect  the  price  of  commodities  but  through  the  chan- 
nels of  supply  and  demand.  Just  so  with  the  foreign 
exchanges.  An  unfavourable  course  of  exchange  arises 
generally  from  our  owing  a  sum  of  money  which  we  have 
to  pay  in  consequence  of  our  imports  having  exceeded  our 
exports.     An  increased  quantity  of  money,  therefore,  to 
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affect  the  exchanges  must  diminish  tae  amount  of  our 
foreign  debt,  and  it  can  do  this  only  by  either  increasing 
our  exports  or  diminishing  our  imports.  When  money  is 
abundant  our  merchants  can  import  more  than  formerly. 
This  increases  our  debt.  The  importers  are  disposed  to 
lay  in  stocks  of  goods,  and  the  competition  between  the 
importers  raises  the  price  they  give  to  the  foreigner. 
Hence  there  are  heavy  sums  to  be  sent  abroad.  It  is  true 
that  when  money  is  abundant  our  manufacturers  and  ex- 
porters can  also  export  more  goods,  but  the  competition 
among  exporters  diminishes  the  price  to  the  foreigner,  and 
hence  we  have  a  less  proportionate  sum  to  receive.  The 
exporter,  too,  having  abundance  of  money,  gives  the 
foreigner  long  credit,  and  hence  the  money  is  not  received 
in  England  for  a  considerable  time  after  the  goods  have 
been  shipped.  In  the  mean  time  the  exchanges  become 
unfavourable,  and  gold  must  be  sent  abroad.  Now  sup- 
pose in  this  state  of  things  the  bank  contracts  its  issues ; 
money  becomes  scarce — -bills  cannot  be  discounted,  and 
trade  is  dull.  Now,  then,  the  importer  having  already  a 
heavy  stock  of  goods,  will  buy  no  more  ;  he  is  anxious  to 
sell,  for  he  has  not  now  sufl&cient  capital  to  keep  so  large 
a  stock.  A  general  desire  of  selling  will  cause  a  fall  of 
price.  Fewer  commodities  will  now  be  imported,  and  these 
obtained  at  a  less  price,  hence  there  is  less  money  due  to 
the  foreigner.  The  exporters,  on  the  other  hand,  deprived 
also  of  their  usual  accommodation,  cannot  carry  on  busi- 
ness to  the  same  extent — the  supply  will  be  reduced — 
the  competition  is  less,  and  prices  rise  to  the  foreigner. 
The  exporters,  too,  cannot  give  such  long  credit  as  for- 
merly ;  they  will  call  in  the  sums  due  to  them,  and  hence 
more  money  must  come  in  from  abroad.  As,  then,  we 
have  to  pay  other  nations  a  less  amount  of  money  for  our 
imports,  and  they  have  to  pay  us  a  greater  amount  for  our 
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exports,  the  exchanges  will  become  favourable  It  is 
obvious  that  this  operation  will  cause  great  embarrassment 
in  trade ;  in  fact,  it  is  only  by  producing  embarrassment 
that  a  contraction  of  the  currency  can  affect  the  exchanges. 

The  amount  of  notes  in  circulation  affects  the  foreign  ex- 
changes in  another  way.  "When  an  increased  issue  takes 
place,  money  becomes  more  abundant ;  the  lenders  are 
more  numerous,  and  the  supply  of  capital  is  increased. 
Hence  the  price  given  for  the  loan  of  money,  that  is,  the 
rate  of  interest,  falls.  Persons  who  have  money  to  employ 
will  find  they  cannot  obtain  the  same  interest  as  formerly, 
hence  they  will  be  disposed  to  invest  it  in  the  foreign  funds, 
where  it  can  be  employed  to  greater  advantage.  In  order 
to  remit  this  money  they  will  purchase  foreign  bills  ;  this 
demand  for  foreign  bills  will  advance  their  price,  and  the 
exchanges  will,  consequently,  be  unfavourable.  On  the 
other  hand,  when  the  circulation  is  considerably  reduced, 
money  becomes  scarce,  a  high'^r  price  will  be  given  for  the 
use  of  it,  the  rate  of  interest  lises ;  persons  who  have  pro- 
perty abroad  will  be  disposed  to  bring  it  home,  where  it 
can  be  more  profitably  invested ;  they  will  draw  bills 
against  it  and  sell  them  in  the  market.  This  new  supply 
of  bills  will  lower  the  price,  and  make  the  exchanges 
favourable. 

It  should  always  be  recollected  that  the  transmission  of 
money  as  subsidies,  loans,  or  for  investment  in  the  foreign 
funds,  will  have  the  same  effect  upon  the  exchanges  as 
though  it  were  transmitted  in  payment  of  commodities 
imported.  Whenever,  therefore,  the  issue  of  notes  shall, 
directly  or  indirectly,  cause  a  transmission  of  money  from 
one  country  to  another,  the  exchanges  will  be  affected. 
But  when  this  shall  not  be  the  case,  the  expansion  or  con- 
traction of  the  currency  will  have  no  effect  upon  the  foreign 
exchansfes. 
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SECTION  XI. 

BANKS    OP    DISCOUNT. 

A  CONSIDEEABLE  branch  of  the  business  of  modern 
banking  consists  in  discounting  bills  of  exchange.  As 
they  have  only  a  short  time  to  run  before  they  fall  due, 
the  capital  advanced  soon  returns ;  and  being  transferable, 
they  can,  if  necessary,  be  re-discovmted.  ^  Hence  they  are 
admirably  adapted  for  the  purposes  of  the  bankers  :  for  as 
the  advances  of  bankers  to  their  customers  are  made  with 
other  people's  money,  and  that  money  may  at  any  time  be 
withdrawn,  it  becomes  necessary  that  the  securities  on 
which  those  advances  are  made  should  rapidly  revolve  and 
be  at  all  times  convertible.  By  means  of  bills  of  exchange 
bankers  can  easily  extend  or  diminish  their  advances  in 
proportion  to  the  capital  they  may  have  to  employ.  If 
they  find  that  the  amount  of  their  deposits  or  the  amount 
of  their  circulation  is  diminishing,  they  will  diminish  their 
discounts.  If  these  increase,  they  may  increase  their  dis- 
counts. 

I.  Nature  and  Origin  of  Bills  of  Exchange. — Bills  of  ex- 
change are  said  to  have  been  invented  in  the  fourteenth 
century  by  the  Jews  or  the  Lombards,  for  the  purpose  of 
withdrawing  their  property  from  the  countries  from  which 
they  were  expelled.     The  drawer  and  the  acceptor  of  a  bill 

'  None  of  the  London  or  the  Scotch  banks  I'e-discount  their  bills, 
but  it  is  a  common  practice  with  some  of  the  English  provincial  and 
some  of  the  Irish  banks. 
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were  two  persons,  residing  at  two  distant  places,  and  the 
bill  was  probably  nothing  more  than  a  written  order  de- 
livered to  a  third  person,  who  was  going  to  visit  the  place 
where  the  debtor  resided,  and  who  would  return  with  the 
money  to  the  drawer.  But  it  might  happen  that  this  per- 
son might  not  be  going  to  return;  in  this  case  he  might 
advance  to  the  creditor  the  amount  of  the  order,  and  re- 
ceive the  money  again  from  the  debtor  when  he  arrived  at 
his  journey's  end.  But  this  third  person  might  not  be 
going  to  the  place  where  the  debtor  resided,  he  might  be 
going  only  a  part  of  the  way,  and  he  might  then  fall  in 
with  some  other  person  who  was  going  the  other  part ;  he 
would  then  request  this  other  person  to  advance  him  the 
money  in  exchange  for  the  order  he  had  received  from  the 
creditor,  and  the  order  would  then  be  transferred.  It  would 
thus  be  discovered  that  as  a  creditor  might  give  an  order 
upon  his  debter  to  a  third  person,  this  third  person  might 
transfer  the  order  to  a  fourth,  the  fourth  to  a  fifth,  and  so 
on.  To  effect  these  transactions  it  would  be  necessary  that 
each  person  receiving  the  order,  or  bill,  had  confidence  in 
the  drawer  or  some  of  the  endorsers,  and  also  that  each 
person  receiving  it  should  have  some  compensation  for  the 
trouble  it  occasioned  him.  If  the  order  were  not  payable 
on  demand,  but  at  some  months  after  date,  the  compensa- 
tion would  be  increased  by  the  amount  of  interest  for  the 
time  the  order  had  to  run  before  it  would  be  payable. 

Such  is  at  present  the  case.  The  drawer  of  a  bill  on  a 
person  residing  out  of  the  country  sells  it  on  the  exchange. 
Foreign  bills  are  never  said  to  be  discounted,  but  to  be  sold; 
for  the  person  who  gives  the  drawer  the  amount,  is  sup- 
posed to  deduct  not  only  the  interest  on  the  bill,  but  also 
the  expense  of  its  transmission.  The  buyer  of  a  bill  is  a 
person  who  owes  a  sum  of  money  to  a  person  in  another 
country  (say  in  France),  and  who  wants  a  bill  to   remit 
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thither  to  pay  his  debt.  The  seller  of  a  Lill  is  a  person 
who  has  exported  a  quantity  of  goods  to  France,  and  who 
draws  a  bill  for  the  amount :  it  will  be  for  the  convenience 
of  these  two  people  to  deal  together :  the  buyer  will  give 
his  money  in  excliange  for  the  bill,  which  he  will  send  to 
his  creditor  in  France,  and  the  seller  will  give  his  bill  in 
exchange  for  the  buyer's  money,  by  which  he  is  paid  for  the 
goods  he  has  exported.  If  this  money  is  equal  to  the  amount 
of  the  bill,  minus  only  what  may  be  deemed  equal  to  the  dis- 
count and  the  expense  of  transmission,  the  exchange  is  said 
to  be  at  par ;  but  there  are  various  circumstances  which  may 
cause  the  exchange  to  be  either  above  or  below  par,  and 
the  price  given  for  bills  of  exchange  will  vary  accordingly. 
When  two  nations  exchange  their  commodities  with  each 
other  to  exactly  the  same  amount,  the  buyers  will  be  just 
as  numerous  as  the  sellers.  The  demand  for  bills  and  the 
supply  of  bills  will  be  equal ;  the  exchange  will  now  be  at 
par ;  but  it  rarely  or  never  happens  that  the  exports  and  im- 
ports between  any  two  countries  are  precisely  the  same  ;  and 
as  gold  is  the  medium  of  traffic  between  nations  as  well  as 
between  individuals,  the  balance  or  difference  between  the 
purchases  and  the  sale  must  be  remitted  in  that  meta^. 
Now  the  expense  in  freight  and  insurance  of  sending  a 
quantity  of  gold  from  one  country  to  another  will  not  be 
inconsiderable.  If,  then,  I  owe  a  sum  of  money  to  a  mer- 
chant in  France,  I  would  be  willing  to  give  something 
more  than  that  sum  for  a  bill,  rather  than  submit  to  the 
expense  and  trouble  of  remitting  gold.  But  if  the  bill 
woidd  cost  more  than  the  expense  at  which  I  could  send 
the  gold,  why,  then,  the  gold  should  go.  It  is  evident, 
then,  that  in  that  nation  which  is  in  debt  to  another  nation, 
and  which,  consequently,  has  to  send  gold  to  pay  its  debts, 
tiie  demand  for  bills  of  exchange  will  be  greater  than  the 
supply.    These  bills  will  be  sold  for  more  than  the  amount 


160  THE    HISTORY,    PRINCIPLES,    AND 

of  the  money  for  which  they  are  drawn ;  they  are  then  at 
a  premium,  but  this  premium  never  can  rise  higher  than 
the  expense  of  remitting  an  equal  amount  in  gold :  for  if 
it  were  cheaper  to  remit  gold,  the  gold  would  be  remitted. 
The  price  of  bills  in  the  market  is  usually  called  the  rate 
of  exchange,  and  when  the  balance  of  trade  is  against  a 
country,  and  gold  must  be  remitted  to  pay  that  balance, 
and,  consequently,  the  price  of  foreign  bills  rises  beyond 
their  real  value  or  par,  then  the  course  of  exchange  is  said 
to  be  against  that  country  :  thus,  for  instance,  if  in  London 
I  can  sell  a  bill  on  Paris  for  more  than  the  amount  for 
which  it  is  drawn,  then  the  course  of  exchange  is  said  to 
be  against  England  and  in  favour  of  France ;  but  if  I  am 
obliged  to  sell  my  bill  for  less  than  the  amount,  then  the 
exchange  is  against  France  and  in  favour  of  England.  The 
price  of  bills  is  regulated  entirely  by  the  proportion  that 
may  exist  between  the  demand  and  the  supply,  and  the 
demand  and  the  supply  are  regulated  chiefly  by  the  state 
of  trade  between  the  respective  countries. 

The  trafficking  in  bills  of  exchange  is  now  a  distinct 
branch  of  business.  When  bills,  say  on  France,  are  at  a 
high  premium  in  our  market,  a  house  in  London  will  draw 
bills  upon  a  house  in  Paris,  and  the  bills  will  be  sold  at  a 
good  price.  On  the  other  hand,  when  bills  on  England 
are  at  a  high  premium  in  the  Paris  markets,  a  house  in 
Paris  will  draw  upon  a  house  in  London,  and  sell  the  bill 
in  the  Paris  market.  This  seems  to  be  a  very  honourable 
kind  of  business,  but  it  is  said  that  some  inferior  persons 
engaged  in  this  traffic  sometimes  have  recourse  to  unjusti- 
fiable means  of  raising  or  lowering  the  price  of  bills,  in  the 
same  way  as  stockjobbers  are  said  to  do  to  affect  the  value 
of  the  public  funds. 

Not  only  are  bills  employed  as  the  means  of  transmitting 
money  from  one  country  to  another,  but  also  as  the  means  of 
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making  remittances  from  one  town  to  another.  If  a  person 
in  a  country  town  wishes  to  send  money  to  London,  he  can 
go  to  the  bank  and  procure  a  bill  upon  a  banker  in  London. 
If  he  wants  to  receive  money  from  London,  he  will  draw  a 
bill  upon  his  debtor,  and  get  the  money  for  it  at  the  bank. 
If  he  wishes  to  send  money  from  one  provincial  town  to 
another,  he  will  get  from  the  bank  a  bill  upon  a  London 
banker  and  send  it  to  his  correspondent  by  post.  When 
the  country  banker  discounts,  or,  as  it  is  called  in  the 
foreign  market,  buys  a  bill,  he  usually  charges,  in  addition 
to  the  discount,  a  commission  to  pay  the  expense  of  its 
transmission  and  collection.  And  when  he  issues  or  sells 
a  bill,  he  usually  gives  in  exchange  for  cash  a  bill  at  a 
certain  number  of  days  after  date.  Hence  the  number  of 
days  at  which  a  provincial  banker  is  in  the  habit  of  draw- 
ing upon  his  London  agent  is  usually  called  the  par  of 
exchange  between  that  place  and  London. 

II.  Advantages  of  Bills. — Besides  their  utility  as  a  means 
of  transferring  money  from  one  place  to  another,  bills  have 
the  following  advantages  : — 

1.  Bills  are  a  means  of  transferring  debts  from  one  per- 
son to  another.  If  I  owe  a  man  ^100  and  another  man 
owes  me  =£100,  I  will  draw  a  bill  for  that  amount  on  my 
debtor  and  give  it  to  my  creditor.  I  have  thus  trans- 
ferred the  debt  from  my  debtor  to  my  creditor,  and  my 
own  debt  is  liquidated.  My  debtor,  instead  of  paying  me 
the  money  he  owed  me,  will  pay  it  to  the  holder  of  the 
bill.  My  creditor  will  now  look  for  payment  to  my  debtor, 
and  consider  me  simply  as  a  guarantee  for  the  payment  of 
the  bill.  If  he  wishes  to  make  use  of  the  bill  he  will  again 
transfer  the  debt  to  another  party,  placing  his  own  name 
on  the  bill  as  an  additional  guarantee.  The  bill  may  thus 
pass  through  a  variety  of  hands,  and  liquidate  a  great 

M 


1G2  THE   HISTORY,    PRINCIPLES,    AND 

number  of  debts,  before  it  becomes  due.  When  due,  it 
will  be  paid  by  tlie  acceptor,  who  was  the  original  debtor, 
and  all  these  intermediate  transactions  will  be  closed. 
Hence,  in  Lancashire,  bills  of  exchange  have  served  the 
purpose  of  a  circulating  medium,  in  the  same  way  as  bank 
notes.  The  only  difference  is,  that  in  transferring  a  bank 
note  you  are  not  responsible  for  its  ultimate  payment ;  but 
in  passing  a  bill  of  exchange  you  place  your  name  on  it  as  a 
guarantee.  A  bill  of  exchange,  too,  cannot  always  be  passed 
for  its  full  amount,  but  you  will  have  to  pay  a  discount 
according  to  the  time  it  has  to  run  before  it  will  fall  due. 

2.  Bills  fix  the  period  for  the  payment  of  debts,  and  in 
case  of  litigation  they  afford  an  easy  proof  of  the  debt.  A 
person  will  have  little  scruple  in  putting  off  a  tradesman 
to  whom  he  owes  money,  and  the  creditor  dares  not  be 
urgent  lest  the  debtor  should  no  longer  deal  with  him, 
hence  the  time  of  payment  can  never  be  calculated  upon 
with  certainty.  But  if  the  customer  has  given  a  bill  for 
the  amount  he  owes,  that  bill  will  circulate  into  the  hands 
of  other  persons  who  will  be  more  peremptory  in  demand- 
ing payment,  and  whose  applications  cannot  be  disregarded 
with  impunity.  Besides,  if  a  man  dishonour  his  acceptance, 
his  character  is  stamped  at  once  in  the  commercial  world 
as  being  either  very  poor,  very  negligent,  or  very  un- 
principled, and  at  no  future  time  will  he  be  able  to  raise 
luoney  upon  the  credit  of  his  name.  Hence  many  persons 
who  are  very  tardy  in  paying  a  book  debt,  are  very  punctual 
in  paying  their  bills.  In  case,  too,  a  tradesman  is  imder 
the  necessity  of  bringing  an  action  at  law  against  his  cus- 
tomer, he  will  have  to  prove  the  actual  delivery  of  every 
article  mentioned  in  his  account.  This,  at  a  distance  of 
time,  is  often  difficult  to  do;  but  if  a  bill  has  been  accepted 
for  the  amount,  it  is  only  necessary  to  prove  that  the  ac- 
ceptajice  is  in  the  defendant's  handwriting. 
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3.  Bills  enable  a  tradesman  to  carry  on  a  more  extensive 
business  with  the  same  amount  of  capital.  If,  by  tbe 
custom  of  trade,  a  dealer  gives  his  customers  three  months' 
credit,  he  can,  during  that  period,  make  no  use  of  that 
portion  of  his  capital  which  is  invested  in  the  commodities 
they  have  purchased ;  but  if  they  accept  his  bills,  drawn 
at  three  months  after  date,  he  can,  if  in  good  credit,  get 
those  bills  discounted  at  the  bank  in  his  town,  and  then 
emjjloy  this  money  in  the  further  extension  of  his  business. 
He  will  thus,  while  selling  on  credit,  obtain  nearly  the 
same  advantages  as  though  he  sold  for  ready  money. 
Should  he,  instead  of  having  these  bills  discounted,  pay 
them  to  the  manufacturer  or  wholesale  house  of  whom  he 
makes  his  purchases,  it  will  amount  to  nearly  the  same 
thing.  The  whole  of  his  ca])ital  is  thus  kept  in  motion, 
and  is  not  diminished  by  any  amount  of  outstanding  debtss. 
To  give  credit  without  drawing  bills  requires  that  a  trades- 
man should  have  a  large  capital.  To  give  no  credit  wUl 
restrict  his  business.  By  means  of  bills  he  is  enabled  to 
give  credit  and  to  extend  his  business,  without  requiring 
any  addition  to  his  capital. 

4.  Bills  afford  an  easy  way  of  giving  a  guai'antee.  A 
person  may  wish  to  borrow  money  of  me,  and  I  may  be 
unwilling  to  lend  it  to  him  unless  he  procure  a  more 
wealthy  person  to  guarantee  the  repayment  at  a  given  time. 
If  he  has  a  friend  that  will  do  this,  the  most  easy  way  of 
effecting  the  guarantee  is  by  means  of  a  bill  drawn  by  the 
borrower  upon  his  friend.  This,  in  point  of  security,  is 
the  same  thing  as  a  letter  of  guarantee ;  but  it  has  also 
this  additional  advantage,  that  if  I  should  want  the  money 
before  the  time  fixed  for  its  repayment,  I  can  get  this  bill 
discounted  and  reimburse  myself  the  money  I  have  ad- 
vanced. Bills  of  this  description  are  called  accommodation- 
bills,  or  wind-bills,  or  kites.     When  emjdoyed  only  as  a 
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meaus  of  affording  occasional  assistance  to  a  needy  friend, 
or  for  raising  a  sum  of  money  for  a  short  time,  to  meet  au 
unexpected  call,  they  do  not  appear  to  be  very  objectionable ; 
but  when  systematically  pursued  for  the  purpose  of  raising 
a  fictitious  capital  whereon  to  trade,  they  uniformly  indicate 
the  folly,  and  effect  the  ruin,  of  all  the  jDarties  concerned. 
5.  Bills  are  the  means  of  facilitating  the  removal  of 
capital  from  one  branch  of  trade  to  another  as  circum- 
Btances  may  require.  When  the  demand  for  any  com- 
modity increases,  the  price  advances,  and  more  capital  is 
put  into  requisition  to  increase  the  supj^ly.  When  the 
demand  for  any  commodity  declines,  the  price  falls,  the 
trade  is  bad,  and  capital  will  be  withdraw^n  to  be  invested 
in  a  more  profitable  emjiloyment.  Every  branch  of  trade 
is  liable  to  fluctuations  from  an  alteration  in  the  propor- 
tion between  the  demand  and  the  supply,  and  hence  capital 
is  continually  undergoing  a  transfer  from  the  production 
of  those  articles  for  which  there  is  a  less  demand  to  the  pro- 
duction of  those  articles  for  which  there  is  a  greater  demand. 
But  in  what  way  is  this  transfer  effected  ?  Is  it  by  a  manu- 
facturer leaving  one  employment  for  another  ?  No.  The 
manufacturer  in  the  declining  trade  will  reduce  his  capital, 
while  the  manufacturer  in  the  prosperous  trade  will  aug- 
ment his  capital ;  and  the  transfer  of  capital  from  one 
trade  to  the  other  is  effected  chiefly  by  bills  of  exchange. 
The  manufacturer  who  has  sold  a  less  quantity  of  com- 
modities will  have  fewer  bills  for  his  banker  to  discount ; 
the  other,  having  sold  a  greater  quantity  of  commodities, 
has  more  bills  for  discount.  The  banker's  capital,  which 
he  employs  chiefly  in  the  discount  of  bills,  is  thus  easily 
transferred  from  one  branch  of  manufacture  to  another,  in 
exact  proportion  to  the  circumstances  of  the  respective 
parties.     On  this  subject  we  quote  Mr.  Ricardo  : 

'•  In  all  I'ich  countries  there  is  a  number  of  men  forming 
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what  is  called  a  moneyed  class.  These  men  are  engaged 
in  no  trade,  but  live  on  the  interest  of  their  money,  which 
is  employed  in  discounting  bills,  or  in  loans  to  the  more 
industrious  part  of  the  community.  The  bankers,  too, 
employ  a  large  capital  on  the  same  objects.  The  capital 
so  employed  forms  a  circulating  capital  of  a  large  amount, 
and  is  employed  in  larger  or  smaller  proportions  by  all  the 
different  trades  of  a  country.  There  is,  perhaps,  no  manu- 
facturer, however  rich,  who  limits  his  business  to  the 
extent  that  his  own  funds  alone  will  allow ;  he  has  always 
some  portion  of  this  floating  capital  increasing  or  diminish- 
ing according  to  the  activity  of  the  demand  for  his  com- 
modities. When  i,l;e  demand  for  silks  increases,  and  that 
for  cloth  diminishes,  the  clothier  does  not  remove  with  his 
capital  to  the  silk  trade,  but  he  dismisses  some  of  his 
workmen,  and  he  discontinues  his  demand  for  loans  from 
bankers  and  moneyed  men :  while  the  case  of  the  silk 
manufacturer  is  the  reverse ;  he  wishes  to  employ  more 
workmen,  and  thus  his  motive  for  borrowing  is  increased ; 
he  borrows  more,  and  thus  capital  is  transferred  from  one 
employment  to  another  without  the  necessity  of  a  manu- 
facturer discontinuing  his  usual  occupation." ' 

III.  Classes  of  Bills. — The  bills  presented  to  a  bank  fur 
discount  may  generally  be  divided  into  the  following 
classes  : 

1.  Bills  drawn  by  producers  or  manufacturers  upon 
wholesale  dealers. 

2.  Bills  drawn  by  wholesale  dealers  upon  retail  dealers. 

3.  Bills  drawn  by  retail  dealers  upon  consumers. 

4.  Bills  not  arising  out  of  trade,  but  yet  drawn  against 
value,  as  rents,  &c. 

5.  Kites,  or  accommodation  bills. 

'    Ricardo's  "  Principles  of  Political  Economy,"  page  84. 
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The  first  two  classes  of  bills  are  the  best,  and  are  fair 
legitimate  bills  for  bankers  to  discount. 

The  third  class  ought  not  to  be  too  much  encouraged. 
They  are  for  comparatively  small  amounts,  and  are  drawn 
by  shopkeepers  and  tradesmen  upon  their  customers.  To 
discount  these  bills  freely  would  encourage  extravagance 
in  the  acceptors ;  and  ultimately  prove  injurious  to  the 
drawei's.  When  a  man  accepts  bills  to  his  butcher,  baker, 
tailor,  upholsterer,  &c.,  he  may  fairly  be  suspected  of  living 
beyond  his  income.  Solvent  and  regular  people  pay  their 
tradesmen's  accounts  with  ready  money. 

The  fourth  class  of  bills,  though  sometimes  proper,  ought 
not  to  be  too  much  encouraged.  Persons  out  of  trade  have 
no  business  with  bills. 

The  last  class  of  bills  should  almost  always  be  rejected. 
To  an  experienced  banker,  who  knows  the  parties,  the  dis- 
covei'y  of  accommodation  bills  is  by  no  means  difficult. 
They  are  usually  drawn  for  even  amounts,  for  the  largest 
sum  that  the  stamp  will  bear,  and  for  the  longest  term 
that  the  bank  will  discount,  and  are  presented  for  discount 
soon  after  they  are  drawn.  The  parties  are  often  relations, 
friends,  or  parties  who,  from  tlie.r  avocations,  can  have 
no  dealings  with  each  other. 

Not  only  the  parties  and  tlie  amounts  of  bills  are  mat- 
ters of  consideration  to  a  banker,  but  also  the  time  they 
have  to  run  before  they  fall  due.  A  bill  drawn  for  a  long 
term  after  date,  is  usually  styled,  not  perhaps  very  properly, 
a  long  dated  hill.  A  bill  drawn  at  a  short  term,  is  styled  a 
short  dated  bill. 

Query. — Is  it  most  for  the  interest  of  a  bank  to  discount 
long  dated  bills  or  short  dated  bills  ? 

Short  Bills  versus  Long  Bills. — First,  There  is  more  safety 
in  discounting  short  bills,  because  the  parties  may  fail 
before  the  long  ones  become  due.     Secondly,  If  any  given 
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amount  of  capital  be  employed  in  discounting  bills,  it  will 
accumulate  more  rapidly  by  discounting  short  bills  than 
long  bills,  operating  in  the  same  "Way  as  money  placed  at 
compound  interest,  which  increases  the  faster,  as  the  times 
of  paying  the  interest  are  more  frequent.  Thirdly,  If  a 
bank  charges  commission  on  the  amount  of  the  bills  dis- 
counted, the  commission  will  be  more  in  the  course  of  a 
year  upon  any  given  amount  of  capital  emj^loyed  in  dis- 
counting short  bills  than  employed  in  discounting  long 
bills.  Fourthly,  If  a  bank  issues  notes,  a  greater  amount 
of  notes  will  be  issued  in  discounting  a  succession  of  short 
bills,  than  by  discounting  long  bills.  Thus  if  I  discount  a 
bill  for  d61,000  drawn  at  twelve  months  after  date,  I  issue 
only  ^1,000  of  notes  ;  but  if  I  discount  in  succession  four 
bills  each,  having  only  three  months  to  run,  I  issue,  in  the 
course  of  the  year,  <£4,000  of  notes.  Fifthly,  Long  dated 
bills  lock  up  the  funds  of  a  bank  so  that  they  cannot  be 
discounted  with  safety  but  from  the  bank's  own  capital: 
for  if  a  bank  employs  its  deposits  or  its  cii'culation  in  dis- 
counting long  dated  bills,  and  payment  of  the  notes  or 
deposits  should  be  demanded,  the  long  dated  bills  could 
not  be  re-discounted,  and  the  bank  must  stop.  Sixthly, 
Long  bills  may  encourage  speculation.  Persons  may  pur- 
chase large  quantities  of  commodities  in  the  expectation 
that  the  price  will  advance  before  the  long  bills  which  they 
accept  in  payment  shall  fall  due.  But  if  the  bills  are  of 
short  date,  the  speculation  will  be  prevented. 

Long  Bills  versus  Short  Bills. — First,  The  amount  of 
discount  is  greater  on  a  long  bill  than  on  a  short  bill.  If, 
therefore,  a  gentleman  out  of  business  wants  a  temporary 
advance,  and  proposes  to  draw  a  bill  on  his  friend,  it  is 
better  to  advise  him  to  di'aw  a  long  bill  than  a  short  one. 
Secondly,  Long  bills  will  employ  a  larger  amount  of  capital. 
If  a  banker  discounts  any  given  amount  per  week,  he  will 
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always  have  twice  the  amount  of  bills  current,  if  tliey  are 
drawn  at  four  months'  date,  than  he  will  have  if  they  are 
drawn  at  two  months.  And,  as  bankers  wish  to  employ 
their  capital,  it  will  be  more  for  their  advantage  to  discount 
such  bills  as  will  employ  the  largest  amount.  Thirdly, 
The  discounting  of  long  dated  bills,  being  a  more  perma- 
nent advance  of  capital,  is  more  beneficial  to  the  commercial 
and  agricultural  classes  in  the  district.  If  a  retail  dealer 
can  get  long  bills  discounted,  he  can  afford  to  give  longer 
credit,  and  this  will  induce  his  customers  to  buy  more  goods 
of  him,  and  he  will  do  more  business.  If  a  manufacturer 
or  wholesale  dealer  can  get  his  long  bills  discounted,  he 
also  can  give  longer  credit,  and  will  sell  more  goods.  If  a 
landlord  can  get  a  long  bill  on  his  tenant  discounted,  he 
need  not  urge  him  for  rent,  and  the  money  may,  in  the 
interim,  be  employed  in  improving  the  land.  The  dis- 
counting of  long  bills  is  similar  to  a  jiermanent  advance  of 
capital.  The  money  may  be  profitably  employed,  and  be 
reproduced  before  the  long  bill  may  become  due,  but  if  the 
bill  be  short  this  cannot  be  done.' 

IV.  Notaries  Puhlic.—"  A  notary  was  anciently  a  scribe 
that  only  took  notes  or  minutes,  and  made  short  drafts  of 
writings  and  other  instruments,  both  public  and  private. 
But,  at  this  day,  we  call  him  a  notary  public  who  confirms 
and  attests  the  truth  of  any  deeds  or  writings,  in  order  to 
render  the  same  authentic."  ^  This  part  of  the  business  of 
a  public  notary  must  have  been  very  necessary  before  the 

'  Bills  are  drawn  usually  at  three,  foui",  or  six  months.  Bills  for 
longer  than  six  months  may  be  quite  legitimate  if  di'awn  under  special 
circumstances — as  collateral  secui'ity  for  fixed  advances,  or  for  the  pay- 
ment of  capital  out  of  a  firm  to  a  retirijig  partner,  for  instance.  Th« 
Bank  of  England  discount  no  bills  having  over  ninety-five  days  to  rim, 

'  Burns'  '•  Ecclesiastical  Law,"  vol.  iii.  page  1. 
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discovery  of  the  art  of  printing,  and  when  many  of  the  first 
men  in  the  State  were  unable  to  read  or  write.  We  find 
that  some  public  documents  have  been  attested  by  notaries 
in  the  following  form  : — "  As  my  Lord  Bishop  is  unable  to 
write,  I  do  hereby  certify,  that  the  above  is  his  mark." 
These  notaries  were  appointed  by  the  Archbishop  of  Canter- 
bury, and  took  an  oath  of  fidelity  on  receiving  their  ap- 
pointment. All  instruments  made  by  them  were  considered 
public  instruments,  and  were  received  as  evidence  in  the 
courts  of  law. 

The  business  of  a  notary  includes  the  making  of  wills, 
drawing  up  powers  of  attorney,  bonds  of  arbitration,  bills 
of  sale,  charter-parties,  and  attestations.  The  drawing  of 
instruments  of  this  description  constitutes  almost  the  sole 
employment  of  some  few  notaries  ;  while  the  chief,  indeed, 
the  sole  business  of  the  majority,  consists  in  noting  and 
protesting  bills  of  exchange.  Some  notaries  are  translators 
of  languages,  but  more  frequently  they  employ  a  foreigner 
for  this  purpose. 

The  difference  between  the  noting  and  the  protesting  of 
a  bill  of  exchange  for  non-payment,  is  this  :  In  noting,  the 
notary,  after  having  presented  the  bill  at  the  proper  place, 
and  demanded  jjayment,  attaches  to  it  a  small  piece  of 
paper,  on  which  he  writes  the  amount  of  his  charge  and 
the  reason  why  the  bill  is  not  paid — such  as  "  no  effects," 
"  no  advice,"  "  out ;  no  orders,"  "  will  be  paid  to-morrow," 
&c.  This  piece  of  paper  is  called  "  the  notary's  ticket," 
and  the  writing  on  it  is  called  "  the  notary's  answer." 
Some  notaries  have  their  name  and  address  printed  on 
their  tickets.  The  notary  also  places  on  the  bottom  part 
of  the  bill,  in  front,  the  initials  of  his  name,  the  amount 
of  his  fee,  and  the  date  of  the  noting.  The  same  form  is 
used  in  noting  a  bill  for  non-acceptance. 

The  practice  of  noting  bills  of  exchange  is  said  to  have 
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taken  its  rise  from  the  following  circumstance  :  After  the 
modern  system  of  banking  was  established,  and  bills  of 
exchange  became  numerous,  it  was  customary  for  one  of 
the  clerks  of  the  banking-house  to  act  as  a  notary.  If  the 
bill  had  been  j^resented  in  the  morning  and  was  not  paid, 
he  called  in  the  evening  to  ask  the  reason  of  its  non-pay- 
ment, and  he  charged  a  small  fee  for  this  additional  trouble. 
By  degrees  this  practice  became  established,  and,  ultimately, 
a  notary  public  was  employed  for  the  purpose. 

A  protest  is  a  legal  instrument,  drawn  on  stamped  paper, 
generally  according  to  the  following  form : — 

On  this  day,  ,  the  day  of  ,  one 

thousand  eight  hundred  and  ,1,A.B.,  Public 

Notary,  by  legal  authority,  admitted  and  sworn,  dwelling 
in  the  city  of  ,  did  present  for  payment  the 

original  bill  (a  true  copy  whereof  is  within  written),  to  a 
woman  at  ,  who  replied,  that  said  bill 

could  not  then  he  paid. 

Wherefore,  I,  the  said  notary,  do  solemnly  protest  against 
the  drawer  and  endorsers  of  the  said  bill,  and  all  others 
therein  concerned,  for  all  exchange,  re-exchange,  losses, 
costs,  interest  and  damages,  suffered  and  to  be  suffered, 
for  want  of  payment  of  said  bill.  This  done  in  my  office, 
the  day  and  year  aforesaid. 

Which  I  attest, 

A.  B.,  Not.  Pub. 

If  a  bill  has  been  protested  for  non-acceptance,  it  must, 
when  due,  be  presented  for  payment,  and  if  payment  be 
refused  it  must  be  again  protested  for  non-payment.  The 
holder  of  a  protested  bill  should  immediately  send  the 
protest  to  the  party  of  whom  the  bill  had  been  received. 
If  the  bill  was  only  noted,  the  party  should  receive  due 
notice. 
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If  an  action  be  brought  upon  a  bill  which  has  been  only 
noted,  it  will  be  necessary  to  produce  a  witness  in  court,  to 
prove  that  the  bill  was  duly  and  properly  presented  for 
payment :  but  if  the  bill  has  been  protested,  the  production 
of  the  protest  will  be  sufficient  evidence.^  But  if  the  bill 
has  been  duly  noted,  a  protest  may  be  drawn  up  at  any 
time  previous  to  the  commencement  of  a  suit,  without  a 
second  presentation  of  the  bill  at  the  place  where  it  was 
payable. 

An  inland  bill  may  be  proteste  1  for  non-acceptance  if  it 
be  above  ^5,  if  drawn  after  date,  and  if  the  value  is  stated 
therein  to  be  received.  Inland  bills,  in  such  cases,  may 
also  be  pi'otested  for  non-payment,  if  they  have  been 
accepted.  No  other  inland  bills  can  legally  be  protested. 
This  excludes  bills  drawn  after  sight,  or  for  a  less  sum 
than  £5. 

Although  every  foreign  bill  must  be  protested,  yet  it  is 
not  considered  absolutely  necessary  that  an  inland  bill 
should  be  either  noted  or  protested,  in  order  to  sustain  an 
action  for  the  amount. 

A  bill  is  usually  noted  or  protested  for  non-payment 
after  bank  hours,  on  the  evening  of  the  day  on  which  it 
falls  due.  But  if  not  done  then,  it  may,  provided  the 
notai'v  himself  made  a  due  demand  of  payment,  be  noted 
or  protested  at  any  subsequent  time.  The  omission  of  the 
noting  or  protesting  by  the  holder  does  not  nullify  his 
claims  upon  any  of  the  antecedent  parties,  provided  they 
received  due  notice  of  the  dishonour.-     Foreign  bills  should 

'  The  law  seems  to  be  different  with  respect  to  bills  drawn  in  a  foreign 
country  upon  parties  in  this  country.  In  such  cases,  in  an  action  brought 
to  recover  from  an  endorser  in  this  country,  it  would  be  necessary  to 
prove  the  proper  presentment  of  the  bill  by  the  person  so  presenting  it. 

'  It  is  absolutely  necessary  to  have  foreign  bills  protested  for  non- 
acceptance  and  non-payment  in  order  to  retain  the  iiiibiliiy  of  the  en- 
dorsers. 
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be  noted  on  the  day  that  acceptance  or  pajment  was  refused. 
Inland  bills  may  also  be  noted  on  that  day,  but  a  protest 
for  non-i^ayment  of  an  inland  bill  is  not  usually  made  out 
until  the  day  after  it  is  due. 

If  a  bill  be  refused  acceptance  by  the  drawee,  and  another 
party  accept  it  for  honour  of  the  drawer  or  of  an  endorser, 
it  must  again  be  protested  for  non-payment  by  the  drawee 
before  an  action  can  be  sustained  against  the  acceptor. 

In  London  it  is  not  the  custom  to  j^rotest  inland  bills  at 
all.  And  in  case  of  non-acceptance,  they  are  not  even 
noted,  unless  drawn  after  sight.  It  is  then  necessary  that 
they  should  be  noted  in  order  to  fix  the  time  on  which  they 
fall  due.  inland  bills  are  always  noted  for  non-payment. 
Foreign  bills  are  protested  both  for  non-acceptance  and 
for  non-payment.  Bills  drawn  from  Ireland  or  from  Scot- 
land are  regarded  as  foreign  bills.  The  notary's  charge  for 
noting  a  bill  within  the  site  of  the  ancient  walls  of  the  city 
of  London,  is  Is.  6d.  Beyond  those  limits  the  charges  are 
2s.  6d.,  3s.  6d.,  5s.,  and  6s.  6d.,  &c.,  according  to  the  dis- 
tance. The  charge  for  protesting  a  bill  under  d£20  is 
5s.  6fZ.,— from  <£20  to  ^100  it  is  6s.  6d.,— £100  to  ^£500  it  ia 
7s.  6d.— £500  to  ^£2,000  it  is  10s.,  and  for  every  additional 
thousand.  Is.  extra.  The  charges  of  notaries  in  London 
are  not  fixed  by  law,  but  are  regulated  by  a  society  which 
they  have  established  themselves,  and  which  issues  printed 
rules,  a  copy  of  which  is  given  to  each  notary.  Mr.  Justice 
Bayley  has  stated  positively,  that  if  a  bill  be  paid  when 
presented  by  the  notary,  the  acceptor  is  not  bound  to  pay 
the  expense  of  noting.  But  this  is  contrary  to  the  usual 
practice.  In  such  cases,  the  notaries  always  refuse  to  take 
the  money  for  the  bill,  unless  they  are  paid  the  noting  fees 
at  the  same  time. 

It  is  customary  for  the  country  bankers  to  re-issue  the 
London  bills  they  have  discounted.    In  this  case  they  always 
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endorse  the  bills,  and  place  on  them  a  "  case  of  need."  A 
case  of  need  is  a  reference  for  payment  to  a  merchant. or 
banker  in  London  if  the  bill  should  not  be  paid  by  the 
party  on  whom  it  is  drawn.  This  reference  is  made  by 
writing  on  the  back  of  the  bill  at  bottom  ^ — "  In  case  of 
need  apply  to  Messrs.  A.  B.  &  Co."  If,  then,  the  bill 
Bhould  not  be  paid,  Messrs.  A.  B.  &  Co.  will  pay  it  for 
honour  of  the  endorser.  The  advantage  of  placing  a  case 
of  need  upon  a  bill  is,  that  the  party  endorsing  it  receives 
it  back  sooner  in  case  of  non-payment.  It  also  makes  the 
bill  more  respectable,  and  secures  its  circulation.  The 
notai'ies  always  observe  these  "  cases  or  need,"  and  after 
having  noted  the  bill  apply  to  the  referee. 

In  the  year  1801,  an  Act  of  Parliament  was  passed  for 
the  better  regulation  of  public  notaries  in  England.  It 
enacts,  that  from  and  after  the  first  day  of  August,  1801, 
no  person  shall  be  admitted  as  a  notary,  unless  he  shall 
have  served  as  an  apprentice  for  seven  years  to  a  public 
notary,  or  to  a  scrivener,  being  also  a  public  notary. 
Within  three  months  after  the  date  of  the  indenture  of 
apprenticeship,  one  of  the  subscribing  witnesses  must  make 
an  affidavit  of  the  fact  before  the  Master  of  the  Faculties 
of  his  Grace  the  Lord  Archbishop  of  Canterbury,  in  London, 
his  surrogate,  or  commissioner.  This  affidavit  is  to  be 
entered  in  a  book,  for  which  the  clerk  may  charge  the  sum 
of  5s.,  and  this  book  may  be  searched  by  any  person  on 
paying  the  sum  of  Is.  for  each  search.  Every  person, 
previous  to  being  enrolled  as  a  notary,  must  also  make  an 
affidavit  that  he  has  served  an  apprenticeship  of  seven 
years,  and  that  during  the  whole  of  that  time  he  has  been 
actually  employed  in  the  business.  No  public  notary  can 
have  an  apprentice  but  while  he  actually  practises.    Persons 

'  A  foreign  case  of  need  is  generally  written  on  the  iVont  of  the  bill 
and  the  notary  presents  it  the  day  after  due. 
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applying  for  a  faculty  to  become  notaries  within  tlie  juris- 
diction of  the  Company  of  Scriveners,  must  previously  take 
their  freedom  of  that  company.  Any  person  doing  any- 
thing belonging  to  the  office  of  the  notary,  without  being 
enrolled,  shall  forfeit  the  sum  of  ^50. 

In  the  year  1833,  an  Act  was  passed  to  alter  and  amend 
the  Act  of  1801.  It  limits  the  operation  of  the  former 
Act  to  the  city  of  London  and  liberties  of  Westmiriwter, 
the  borough  of  Southwart,  and  the  circuit  of  ten  miles 
from  the  Royal  Exchange,  in  the  said  city  of  London. 
Beyond  those  limits  the  Archbishop  of  Canterbury  may 
authorize  attorneys,  solicitors,  and  proctors,  to  practise  as 
notaries  within  any  district  in  which  it  shall  be  made  to 
appear  to  the  master  of  the  Court  of  Faculties,  that  there 
is  not  (or  shall  not  hereafter  be)  a  sufficient  number  of 
such  notaries  public  (3  &  4  Will.  IV.  c.  70). 

In  default  of  a  notary  public,  a  bill  may  be  protested  for 
non-acceptance  or  non-payment  by  any  other  substantial 
person  of  the  city,  town,  or  place  where  such  bill  or  note 
shall  be  so  dishonoured,  in  the  presence  of  two  or  more 
credible  witnesses,  which  protest  shall  be  made  and  written 
under  a  fair  written  copy  of  such  bill  or  note. 

V.  The  Bate  of  Discount. — During  the  Middle  Ages  it  was 
believed  that  all  interest  taken  for  the  loan  of  money  was 
unjust  and  unscriptural,  and  the  lender  was  stigmatized 
as  a  usurer. 

Though  this  notion  has  been  altogether  discarded  in 
modern  times,  it  may  not  have  been  either  pernicious  or 
absurd  at  the  time  it  was  introduced.  It  originated  when 
the  population  was  purely  agricultural.  That  a  man  who 
borrows  money  with  a  view  of  making  a  profit  by  it,  should 
give  some  portion  of  his  profit  to  the  lender,  is  a  self- 
evident  principle  of  natural  justice.     A  man  makes  a  profit 
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usually  by  means  of  traffic.  But  in  a  country  purely  agri- 
cultural, and  under  such  a  government  as  was  the  feudal 
system,  there  can  be  but  little  traffic,  and  hence  but  little 
profit.  Besides,  in  an  agricultural  country  a  person  seldom 
wants  to  borrow  money  except  he  be  reduced  to  poverty 
or  distress  by  misfortune.  Now  for  a  rich  man  who  has 
money  which  he  cannot  profitably  employ,  to  charge 
interest  for  a  loan  to  a  man  in  distress,  appears  to  o^  con- 
sistent with  neither  justice  nor  benevolence. 

Erroneous  views  are  often  entertained  of  the  Mosaic  laws, 
from  neglecting  to  consider  the  state  of  the  people  to  whom 
those  laws  were  given.  It  was  the  object  of  the  Jewish 
legislator  to  make  the  Jews  a  purely  agricultural  people. 
The  promotion  of  agriculture  was,  as  Montesquieu  would 
say,  the  spirit  of  his  laws.  Hence  he  prohibited  the  taking 
of  interest  for  the  loan  of  money.  By  this  means  he  inter- 
dicted commerce.  His  design  was  to  prevent  the  Israelites 
associating  with  the  surrounding  nations  and  learning  their 
idolatrous  practices.  But  even  Moses  permitted  the  Jews 
to  take  intei'est  for  money  lent  to  strangers  ;  a  circumstance 
which  proves  that  the  prohibition  was  only  a  political  and 
not  a  moral  precept.  If  the  taking  of  interest  for  money 
were  morally  wrong,  it  would  have  been  forbidden  in  all 
cases.  But  in  the  Middle  Ages  the  political  and  the  moral 
laws  of  Moses  were  confounded  together,  and  all  of  them 
were  supposed  to  be  of  perpetual  obligation  upon  all  nations. 
These  opinions,  which  might  have  been  useful  in  a  purely 
agricultural  State,  were  still  indulged  when  a  change  of 
manners  required  that  this  country  should  become  com- 
mercial. If  we  admitted  the  unlawfulness  of  taking 
interest  for  money  we  might  on  the  same  principle  condemn 
all  kinds  of  commerce,  and  even  all  profitable  investment 
of  capital.  Where  is  the  difcerence  between  taking  money 
for  the  use  of  money,  and  taking  money  for  the  use  of 
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commodities  that  are  purchased  with  mouey  ?  If  1  hij  out 
d6100  in  the  purchase  of  a  house,  I  am  allowed  to  take  rent 
for  the  use  of  that  house.  Why,  then,  if  I  lend  to  a  friend 
the  d£100  with  which  he  purchases  a  house,  am  I  to  receive 
no  remuneration  ?  If  we  are  not  allowed  to  receive  any 
money  for  the  loan  of  money,  why  are  we  allowed  to  receive 
money  for  the  loan  of  a  house  or  a  coach,  or  any  other 
article  ?  An  exorbitant  charge  for  interest  is  certainly  un- 
just, but  so  is  an  exorbitant  charge  for  anything  else. 

After  it  had  been  admitted  that  it  was  lawful  to  take 
interest  for  the  loan  of  money,  the  government  thought 
proper  to  limit  the  amount.  In  the  reign  of  Henry  YIII. 
interest  was  limited  to  10  per  cent.  James  I.  reduced  it 
to  8  per  cent. ;  at  which  rate  it  remained  till  the  reign  of 
Charles  II.,  when  it  was  reduced  to  6  per  cent. ;  and  finally, 
in  the  reign  of  Queen  Anne,  it  was  reduced  to  5  per  cent., 
in  Ireland  the  legal  rate  of  interest  being  higher.  How- 
ever inapplicable  these  laws  may  be  to  our  own  times,  they 
were  probably  beneficial  at  the  time  they  were  enacted.  In 
our  time  capital  has  accumulated,  money  is  abundant,  the 
lenders  are  numerous,  hence  competition  is  sure  to  take 
place,  and  the  value  of  money  will  be  regulated  in  the 
same  way  as  that  of  any  other  commodity  in  the  market. 
But,  in  those  times,  the  lenders  were  few,  and  might  easily 
combine  to  fix  the  rate  of  interest  as  they  pleased.  They 
had,  in  fact,  though  not  a  legal,  yet  an  actual  monopoly, 
and  hence  it  was  necessary  that  they,  like  other  monopo- 
lists, should  be  placed  under  restraint.  In  our  times,  it  is 
the  rate  of  profit  which  regulates  the  rate  of  interest.  In 
those  times,  it  was  the  rate  of  interest  which  regulated 
the  rate  of  profit.  If  the  money-lender  charged  a  high 
rate  of  interest  to  the  merchant,  the  merchant  must  have 
charged  a  high  rate  of  profit  on  his  goods.  Hence,  a  large 
sum  of  money  would  be  taken  from  the  pockets  of  the 
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purchasers  to  be  put  into  the  pockets  of  the  money-lenders. 
This  additional  price,  too,  put  upon  the  goods,  would  ren- 
der the  public  less  able  and  less  inclined  to  purchase  them. 
The  laws,  therefore,  which  restricted  the  rate  of  interest 
were,  probably,  in  those  times,  friendly  to  trade. 

Sir  Josiah  Child,  in  his  excellent  Essay  on  Trade,  accuses 
the  "  new-fashioned  bankers  "  of  being  "  the  main  cause 
of  keeping  the  interest  of  money  at  least  two  per  cent, 
higher  than  otherwise  it  would  be ;  for,  by  allowing  their 
creditors  six  per  cent.,  they  make  monied  men  sit  down 
lazily  with  so  high  an  interest,  and  not  push  into  com- 
merce with  their  money,  as  they  certainly  would  do,  were 
it  at  four  or  three  per  cent.,  as  in  Holland.  This  high 
interest  also  keeps  the  price  of  land  at  so  low  as  fifteen 
years'  purchase.  It  also  makes  money  scarce  in  the  coimtry, 
seeing  that  the  trade  of  bankers  being  only  in  London,  it 
very  much  drains  the  ready  money  from  all  other  parts  of 
the  kingdom." 

That  we  may  be  able  to  judge  of  the  truth  of  these  ac- 
cusations, it  will  be  necessary  to  make  some  observations 
upon  those  circumstances  which  influence  the  rate  of 
interest. 

It  has  been  the  opinion  of  most  of  our  political  econo- 
mists, that  the  rate  of  interest  is  regulated  by  the  rate  of 
profit.  This  sentiment  has,  however,  been  attacked.  It 
has  been  contended,  that  the  rate  of  interest  is  not  in- 
fluenced by  the  average  rate  of  profit,  but  by  the  quantity 
of  moneyed  capital  in  the  market,  compared  with  the  wantb 
of  the  borrowers.  In  other  words,  that  the  price  of  money 
is  influenced  by  the  proportion  between  the  demand  and 
the  supply. 

This  sentiment  is  undoubtedly  right ;  but  it  does  not 
overthrow  the  proposition  against  which  it  is  advanced. 
Tlie  price  of  money,  or  of  the  loan  of  money,  is  no  doubt, 
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like  the  price  of  every  other  commodity,  regulated  at  any 
particular  time  by  the  proportion  between  the  supply  and 
the  demand.  But  does  not  the  rate  of  profit  regalate  the 
supply  and  the  demand  ?  Will  any  commercial  man  bor- 
row money  when  he  must  give  a  higher  interest  for  it  than 
he  can  make  profit  by  its  use  ?  Or  will  any  man  lend  money 
at  a  very  low  interest  when,  by  engaging  in  business,  he 
can  make  a  very  high  profit  ?  It  is  true  that,  on  particular 
occasions,  and  under  particular  circumstances,  some  indi- 
viduals may  do  this,  but  not  permanently  and  universally. 
It  is  obvious,  then,  that  a  high  rate  of  interest,  in  proportion 
to  profits,  increases  the  supply  of  money,  and  diminishes 
the  demand ;  and  a  low  rate  of  interest,  in  proportion  to 
profits,  increases  the  demand  for  the  loan  of  money,  and 
diminishes  the  supply.  The  rate  of  interest,  therefore,  is 
ultimately  regulated  by  tlie  rate  of  profits. 

When  we  say  the  price  of  cotton  is  regulated  by  the  cost 
of  production,  we  do  not  mean  to  deny  that  the  market 
price  of  cotton  is  fixed  by  the  proportion  between  the 
demand  and  the  supply.  On  the  contrary,  this  is  admitted ; 
but  then  it  is  contended,  that  the  supply  itself  is  regulated 
by  the  cost  of  production.  If  the  market  price  of  cotton  were 
so  low  as  not  to  furnish  to  the  grower  a  fair  average  of 
profit  on  the  capital  employed,  then  would  capital  be  re- 
moved, after  a  while,  from  the  cultivation  of  cotton  to 
some  other  employment.  And  if  the  price  of  cotton  were 
so  high  as  to  furnish  more  than  a  fair  average  of  profit, 
then,  after  a  while,  more  capital  will  find  its  way  into  that 
employment,  the  supply  would  be  increased,  and  the  prices 
would  fall ;  but  it  is  only  by  influencing  the  supply  that 
the  cost  of  production  has  any  effect  upon  the  price.  Thus, 
although  the  cost  of  production  may  be  the  same  for  a 
number  of  years,  the  price  may  be  perpetually  varying. 
The  price  may,  from  a  variety  of  causes,  be  in  a  state  of 
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constant  vibration :  but  it  cannot  permanently  deviate  on 
one  side  or  the  other  much  beyond  the  line  marked  out  by 
the  cost  of  production. 

It  is  the  same  with  the  interest  of  money.  It  is  subject 
to  perpetual  fluctuation  from  the  proportion  between  the 
demand  and  the  supply,  but  it  will  not  deviate  far  from 
the  line  marked  out  by  the  rate  of  profit.  For  the  rate  of 
profit  not  only  fnfluences  the  supply  (as  with  cotton)  but 
also  influences  the  demand. 

The  above  reasoning  is  founded  on  the  supposition  tliat 
those  who  borrow  money,  borrow  it  for  the  purpose  of 
investing  it  in  trade,  or  of  making  a  profit  by  its  use.  But 
this  is  not  always  the  case ;  and  is  never  the  case  with  the 
government  of  a  country,  who  always  borrow  for  the  purpose 
of  spending.  Now  we  can  form  a  judgment  as  to  what 
portion  of  his  profits  a  merchant  is  willing  to  give  for  the 
loan  of  a  sum  of  money,  but  we  can  form  no  judgment  as 
to  the  conduct  of  a  profligate  rake  who  wants  money  to 
spend  on  his  follies.  A  king  or  a  government  is  in  the 
same  state.  They  will  borrow  money  as  cheaply  as  they 
can ;  but,  at  all  events,  money  they  will  have.  We  cannot, 
therefore,  infer  that,  because  Charles  II.  gave,  at  times,  to 
the  new-fashioned  bankers,  thirty  per  cent,  for  money,  the 
average  rate  of  profit  exceeded  thirty  per  cent.  May  not, 
then,  these  advances  to  the  king  have  had  the  effect  of 
raising  the  interest  of  money,  and  thus  justify  the  accu- 
sations of  Sir  Josiah  Child  ? 

When  a  number  of  commercial  men  borrow  money  of 
one  another,  the  i)ermanent  regulator  of  the  rate  of  interest 
is  the  rate  of  profit ;  and  the  immediate  regulator  is  the 
proportion  between  the  demand  and  the  supply.  But 
when  a  new  party  comes  into  the  market,  who  has  no  coiu- 
mon  interest  with  them,  who  does  not  borrow  money  to 
trade  with,  but  to  spend,  the  permanent  regulator  (the 
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rate  of  profit)  loses  its  influence,  and  the  sole  regulator  is 
then  the  proportion  between  the  demand  and  the  supply. 
The  loans  to  the  king  created  a  much  greater  demand  for 
money,  and  the  rate  of  interest  consequently  rose.  These 
demands  were  to  so  great  an  amount,  and  were  so  fre- 
quently repeated,  that  the  rate  of  interest  became  per- 
manently high.  Many  individuals  would,  no  doubt  (as  Sir 
Josiah  Child  states  they  did)  withdraw  their  capital  from 
trade,  and  live  upon  the  interest  of  their  money.  And 
others,  who  were  in  business,  would  employ  their  sviperfluous 
capital  in  lending  it  at  interest,  rather  than  in  extending 
their  business.  Those  commercial  men  who  now  wanted 
to  borrow  money  must  give  a  higher  interest  for  it  than 
they  did  before.  To  enable  themselves  to  do  this,  they 
must  charge  a  higher  profit  on  then'  goods.  Thus  then,  in 
this  artificial  state  of  the  money  market,  it  appears  reason- 
able to  suppose  that  the  rate  of  interest  may  have  regulated 
the  rate  of  profits,  instead  of  the  rate  of  profits  regulating 
the  rate  of  interest,  which  is  the  natural  state. 

As  the  rate  of  interest  is  regulated  by  the  proportion 
between  the  demand  and  the  supply  of  money,  it  will  vary, 
not  only  in  different  countries,  but  in  different  provinces 
of  the  same  country,  according  to  the  proportions  found  to 
exist.  In  the  London  money  market  the  rate  of  interest 
is  usually  much  less  than  in  the  country.  The  price  of 
any  commodity  when  purchased  in  large  c[uantities  at  a 
wholesale  warehouse,  is  always  less  than  that  at  which  it 
is  retailed  to  the  consumer.  So  the  price  of  the  loan  of 
money  at  the  Stock  Exchange,  where  it  is  advanced  in 
large  masses  upon  government  security,  vrill  always  be  less 
than  when  advanced  in  small  sums  upon  individual  security. 
A  low  rate  of  interest  in  London,  however,  will,  after  a 
while,  have  the  effect  of  lowering  the  rate  of  interest  in 
the  country  wpoit   those  securities  tvhich  are  negotiable  in 
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London.  For  if  the  country  banker  insists  on  a  high  rate 
of  discount  for  bills  drawn  upon  good  London  houses,  the 
drawer  will  send  them  to  a  bill  broker  in  London,  who 
will  get  them  discounted  and  remit  the  money  to  the 
drawer.  But  with  regard  to  those  bills  which  are  not 
payable  in  London,  a  higher  rate  of  discount  may  be 
obtained. 

The  cheapness  of  money  in  London  has  the  effect  of 
diminishing  the  number  of  bills  drawn  upon  London.  A 
London  merchant  who  sends  an  order  for  goods  to  a  country 
manufacturer,  instead  of  saying,  "Draw  upon  me  at  two 
months,"  will  say,  "  Allow  me  the  discount,  and  I  will  send 
you  the  cash."  1£  he  can  get  an  allowance  of  four  per  cent, 
discount,  and  borrow  the  money  in  London  at  two  per 
cent.,  he  will  make  an  additional  profit  on  this  transaction. 
As  the  surplus  quantity  of  money  in  London  thus  be- 
comes diffused  throughout  the  country,  the  rate  of  dis- 
count will  gradually  advance  in  London  and  fall  in  the 
country. 

Although  a  low  rate  of  interest  indicates  the  abundance 
of  capital,  and  hence  may  be  considered  as  a  favourable 
circumstance  in  the  condition  of  any  nation,  yet  it  produces 
some  injurious  effects :  it  occasions  the  removal  of  capital 
to  foreign  countries;  it  weakens  the  inducements  to  frugality 
and  accumulation ;  and  it  encourages  speculative  and 
hazardous  undertakings.  Persons  who  can  obtain  but  a 
low  rate  of  interest  for  their  money,  are  often  induced  to 
engage  in  speculations  which  promise  to  yield  a  more 
profitable  return.  All  seasons  of  speculations  have  been 
preceded  by  a  low  rate  of  interest. 

In  the  year  1818,  a  select  committee  of  the  House  of 
Commons  was  appointed  to  consider  the  effects  of  the 
laws  which  regulate  or  restrain  the  interest  of  money,  and 
to  report  their  opinion  thereupon  to  the  House.     After 
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examining  twenty-one  witnesses   upon   the    subject,  tlie 
committee  delivered  the  following  report : — 

"  1.  Resolved, — That  it  is  the  opinion  of  this  committee, 
that  the  laws  regulating  or  restraining  the  rate  of  interest 
have  been  extensively  evaded,  and  have  failed  of  the  effect 
of  imposing  a  maximum  on  such  rate ;  and  that  of  late 
years,  from  the  constant  excess  of  the  market  rate  of 
interest  above  the  rate  limited  by  law,  they  have  added 
to  the  expense  incurred  by  borrowers  on  real  security ;  and 
that  such  borrowers  have  been  compelled  to  resort  to  the 
mode  of  granting  annuities  on  lives, — a  mode  which  has 
been  made  a  cover  for  obtaining  higher  interest  than  the 
rate  limited  by  law,  and  has  further  subjected  the  borrowers 
to  enormous  charges,  or  forced  them  to  make  very  dis- 
advantageous sales  of  their  estates. 

"  2.  Besolved, — That  it  is  the  opinion  of  this  committee, 
that  the  construction  of  such  laws,  as  applicable  to  the 
transactions  of  commerce  as  at  present  carried  on,  has  been 
attended  with  much  uncertainty  as  to  the  legality  of  many 
transactions  of  frequent  occurrence ;  and,  consequently 
been  productive  of  much  embarrassment  and  litigation. 

"  3.  Besolved, — That  it  is  the  opinion  of  this  committee, 
that  the  present  period,  when  the  market  rate  of  interest 
is  below  the  legal  rate,  affords  an  opportunity  peculiarly 
proper  for  the  repeal  of  the  said  laws." 

In  the  Bill  passed  in  1833  for  the  renewal  of  the  charter 
of  the  Bank  of  England,  a  clause  was  introduced,  which 
exempted  bills  not  having  more  than  thx'ee  months  to  run, 
from  the  operations  of  the  laws  against  usury.' 

VI.  Effect  of  Discounts  on  the  Circulation. — The  dis- 
counting of  bills,  by  banks  of  circulation,  will  have  the 
same  effect  in  changing  the  currency  as  the  deposit  accounts, 

'  The  laws  against  usury  have  been  repealed. 
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but  will  not  operate  so  rapidly.  When  a  bill  is  discoimted, 
the  banker  issues  his  own  notes  to  that  amount ;  and  when 
tlie  bill  is  paid,  he  i-eceives  a  part  of  the  amount  in  gold, 
or  silver,  or  in  notes  of  other  banks.  If,  however,  the  bill 
be  not  a  local  bill,  that  is,  if  it  be  not  payable  in  the  place 
in  which  the  bank  is  established,  it  will  be  paid  in  the 
currency  of  the  place  where  it  is  payable,  and  its  payment 
will  not  have  the  effect  of  diminishing  the  local  currency. 
While  the  issue  of  notes  upon  the  deposit  accounts  de- 
pends altogether  upon  the  depositors,  the  issues  in  the  way 
of  discount  depend  altogether  upon  the  banker — he  may 
discount,  or  not  discount,  as  he  pleases.  If  he  discounts 
with  real  capital,  he  does  not  thereby  increase  the  amount 
of  the  currency — for  that  capital  must,  in  some  way  or  other, 
have  been  previously  employed.  If  he  discounts  with  that 
portion  of  his  banking  capital  which  is  raised  by  deposits, 
he  does  not  increase  the  amount  of  the  currency,  but  gives 
it  incx'eased  rapidity.  If  he  discounts  with  that  portion  of 
his  banking  capital  which  is  raised  by  notes,  he  increases 
the  amount  of  the  currenc^y.  As  banks  of  circulation  always 
issue  their  own  notes,  it  would  seem  that  their  discounting 
business  is  carried  on  exclusively  with  this  last  description 
of  capital,  but  it  is  not  so.  It  is  very  possible  for  a  banker 
to  issue  his  own  notes  for  all  the  bills  he  discounts,  and 
yet  nine-tenths  of  the  bills  in  his  possession  shall  represent 
real  capital.  For,  although  in  the  first  instance,  the  banker's 
notes  are  given  for  the  bill,  yet  these  notes  may  not  stay 
in  circulation  until  the  bill  becomes  due  :  the  bill  may  have 
three  months  to  run,  the  notes  may  return  in  three  days. 
If  the  notes  given  in  exchange  for  the  bills  remain  in  cir- 
culation until  the  bills  become  due,  then  do  the  discounts 
create  a  banking  capital  equal  to  their  own  amount.  But 
if  the  bills  have  three  months  to  run,  and  the  notes  remain 
out  only  one  month,  then  they  create  a  capital  to  only  one- 
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third  of  their  amount,  and  the  other  two-thirds  must  con- 
sist of  capital  derived  from  other  sources.  If  the  notes 
remain  out  beyond  the  time  the  bill  falls  due,  then  do 
the  discounts  create  a  banking  capital  beyond  their  own 
amount. 

It  may  be  observed,  that  in  order  to  trace  the  effects  of 
banking,  it  is  necessary  to  mark  particularly  the  way  in 
which  the  bankers  employ  their  money.  It  is  not  by  the 
creation  of  a  banking  capital,  but  by  the  way  in  which  that 
capital  is  applied,  that  the  greatest  effects  are  produced 
upon  the  currency,  and  upon  the  trade  and  commerce  of  a 
country.  Money  employed  in  discounting  bills  drawn  for 
value  will  encourage  trade — if  employed  m  discounting 
accommodation  bills,  it  will  promote  speculation — if  ad- 
vanced as  dead  loans  to  persons  out  of  trade  it  may  lead  to 
extravagance — if  invested  in  the  funds,  it  will  raise  their 
price  and  reduce  the  market  rate  of  interest — if  kept  in  the 
till,  it  will  yield  no  profit  to  the  banker,  and  be  of  no 
advantage  to  the  community. 
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SECTION  xn. 

CASH    CREDIT    BANKS 

A  CASH  credit  is  an  ■understanding  on  the  part  of  the 
-^^^  bank  to  advance  to  an  individual  such  sums  of  money 
as  he  may  from  time  to  time  require,  not  exceeding  in  the 
whole  a  certain  definite  amount ;  the  individual  to  whom 
the  credit  is  given  entering  into  a  bond,  with  securities, 
generally  two  in  number,  for  the  repayment,  on  demand, 
of  the  sums  actually  advanced,  with  interest  upon  each 
issue  from  the  day  upon  which  it  is  made. 

A  cash  credit  is,  in  fact,  the  same  thing  as  an  overdrawn 
current  account,  except  that  in  a  current  account  the  party 
overdraws  on  his  own  individual  security,  and  in  the  cash 
credit  he  finds  two  securities  who  are  responsible  for  him. 
Another  difference  is,  that  a  person  cannot  overdraw  his 
current  account  without  asking  pennission  each  time  from 
the  bank,  whereas  the  overdrawing  of  a  cash  credit  account 
is  a  regular  matter  of  business  ;  it  is,  in  fact,  the  purpose 
for  which  the  cash  credit  has  been  granted. 

The  following  considerations  will  show  that  a  person 
who  has  occasion  for  temporary  advances  of  money  will 
find  it  more  advantageous  to  raise  these  sums  by  a  cash 
credit  than  by  having  bills  discounted : — 

First.  In  a  cash  credit  the  party  pays  interest  only  for 
the  money  he  actually  employs. 

If  a  person  wants  to  make  use  ol  d£100,  and  has  a  biU 
for  <£150,  he  will  get  the  bill  discounted,  and  thus  pays 
interest  for  =£50  for  which  he  ha«  no  use.     But  if  he  has 
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a  cash  credit  he  draws  only  =£100,  and  pays  intex'est  foT 
that  amount. 

Secondly.  In  a  cash  credit  he  can  repay  any  part  of  the 
sum  drawn  whenever  he  pleases. 

If  a  trader  has  a  bill  for  ^150  discounted  to-day,  and 
shotild  unexpectedly  receive  ^150  to-morrow,  he  cannot 
re-discount  the  bill,  but  has  actually  paid  interest  for 
money  he  does  not  want.  But  if  he  draws  ^8150  upon  his 
cash  credit  account  to-day,  and  to-morrow  receives  d£150, 
he  takes  this  money  to  the  banh,  and  will  have  to  pay  the 
interest  upon  ,£150  for  only  one  day. 

Thirdly.  In  a  cash  credit  he  has  the  DOwer  of  drawing 
whenever  he  pleases,  to  the  full  amount  of  his  credit ;  but 
in  the  case  of  discounting  bills,  he  must  make  a  fresh 
application  to  the  bank  to  discount  each  bill,  and  if  the 
bank  have  at  any  time  more  profitable  ways  of  employing 
their  money,  or  if  they  suspect  the  credit  of  the  applicant, 
they  may  reftise  to  discount,  but  this  would  not  be  the 
case  if  he  had  a  cash  credit. 

Fourthly .  In  a  cash  credit  the  party  does  not  pay  the 
interest  until  the  end  of  the  year ;  whereas,  in  the  other 
case,  he  pays  the  interest  at  the  time  the  bill  is  dis- 
counted. 

Cash  credits  are  granted  not  only  upon  personal  security, 
but  also  upon  the  security  of  the  Public  Funds. 

This  furnishes  great  facilities  for  raising  money  to  those 
who  possess  property  which  they  are  not  disposed  to  sell. 
A  person  who  is  a  holder  of  government  stock  may  sell 
out  a  portion  to  supply  his  temporary  necessities ;  and 
when  he  wishes  to  replace  it  he  finds  the  price  of  stock  has 
risen,  and  it  will  cost  him  more  money  to  repurchase  than 
he  received  when  he  sold.  But  if  he  transfers  the  stock  to 
a  bank  as  a  security  for  a  cash  credit,  he  may  repay  the 
money  whenever  he  pleases  ;  and  if,  in  the  meantime,  the 
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value  of  the  security  should  have  risen,  all  the  advantage 
will  be  his  own. 

The  effects  of  cash  credits  are  thus  described  by  Adam 
Smith  : — 

"  The  commerce  of  Scotland,  which  at  present  is  not 
very  great,  was  still  more  inconsiderable  when  the  two 
first  banking  companies  were  established,  and  those  com- 
panies would  have  had  but  little  trade  had  they  confined 
their  business  to  the  discounting  of  bills  of  exchange.  They 
invented,  therefore,  anothei:  method  of  issuing  their  pro- 
missory notes,  by  granting  what  they  call  cash  accounts, 
that  is,  by  giving  credit  to  the  extent  of  a  certain  sum  (two 
or  three  thousand  pounds,  for  example,)  to  any  individual 
who  could  procure  two  persons  of  undoubted  credit  and 
good  landed  estate  to  become  surety  for  him,  that  what- 
ever money  should  be  advanced  to  him  within  the  sum  for 
which  the  credit  had  been  given  should  be  repaid  upon 
demand,  together  with  the  legal  interest.  Credits  of  this 
kind  are,  I  believe,  commonly  gi-anted  by  banks  and 
bankers  in  all  different  parts  of  the  world.  But  the  easy 
terms  upon  which  the  Scotch  banking  companies  accept  of 
repayment  are,  so  far  as  I  know,  peculiar  to  them,  and 
have  perhaps  been  the  principal  cause  both  of  the  great 
trade  of  those  companies,  and  of  the  benefits  which  the 
country  has  received  from  it. 

"  Whoever  has  a  credit  of  this  kind  with  one  of  those 
companies,  and  borrows  a  thousand  pounds  upon  it,  for 
example,  may  repay  this  sum  piecemeal,  by  twenty  and 
thirty  pounds  at  a  time,  the  company  discounting  a  pro- 
portional part  of  the  interest  of  the  great  sum,  from  the 
day  on  which  each  of  those  small  sums  is  paid  in,  till 
the  whole  be  in  this  manner  repaid.  All  merchants,  there- 
fore, and  almost  all  men  of  business,  find  it  convenient  to 
keep  such  cash  accounts  with  them,  and  are  hereby  in- 
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terested  to  promote  tlie  trade  of  those  companies  by 
readily  receiving  tlieir  notes  in  all  payments,  and  by  en- 
couraging all  those  with  whom  they  have  any  influence  to 
do  the  same.  The  banks,  when  their  customers  apply  to 
them  for  money,  generally  advance  it  to  them  on  their 
own  promissory  notes.  These  the  merchants  pay  away  to 
the  manufacturers  for  goods  ;  the  manufacturers  to  the 
farmers,  for  materials  and  provisions ;  the  farmers  to 
their  landlords  for  rent ;  the  landlords  I'epay  them  to  the 
merchants  for  the  conveniences  and  luxuries  with  which 
they  supi)ly  them ;  and  the  merchants  again  return  them 
to  the  banks,  in  order  to  balance  their  cash  accounts,  or  to 
replace  what  they  may  have  borrowed  of  them:  and  thus 
almost  the  whole  money  business  of  the  country  is  trans- 
acted by  means  of  them.  Hence  the  great  trade  of  those 
companies. 

"  By  means  of  those  cash  accounts  every  merchant  can, 
without  imprudence,  carry  on  a  greater  trade  than  he 
otherwise  could  do.  If  there  are  two  merchants — one  in 
London  and  the  other  in  Edinburgh — who  employ  equal 
stocks  in  the  same  branch  of  trade,  the  Edinburgh  mer- 
chant can,  without  imprudence,  carry  on  a  greater  trade 
and  give  employment  to  a  greater  number  of  people  than 
the  London  merchant.  The  London  merchant  must  always 
keep  by  him  a  considerable  sum  of  money,  either  in  his 
own  coffers,  or  in  those  of  his  banker,  who  gives  him  no 
interest  for  it,  in  order  to  answer  the  demands  continually 
coming  upon  him  for  payment  of  the  goods  lie  purchases 
upon  credit.  Let  the  ordinary  amount  of  this  sum  be 
supposed  five  hundred  pounds.  The  value  of  the  goods 
in  his  warehouse  must  always  be  less  by  five  hundred 
pounds  than  it  would  have  been  had  he  not  been  obliged 
to  keep  such  a  siim  unemployed.  Let  us  suppose  that  he 
generally  disposes  of  his  whole  stock  upon  hand,  or  of 


PKACTICE   OF   BANKING.  189 

goods  to  the  value  of  his  whole  stock  upou  hand,  ouce  in 
the  year.  By  being  obliged  to  keep  so  great  a  sum  un- 
employed, he  must  sell  in  a  year  five  hundred  pounds* 
worth  less  goods  than  he  might  otherwise  have  done. 
His  annual  profits  must  be  less  by  all  that  he  could  hav>3 
made  by  the  sale  of  five  hundred  pounds'  worth  more 
goods,  and  the  number  of  people  employed  in  preparing- 
his  goods  for  market  must  be  less  by  all  those  that  five 
liundred  pounds  more  stock  could  have  employed.  The 
i\ierchaut  in  Edinburgh,  on  the  other  hand,  keeps  no 
money  unemployed  for  answering  such  occasional  demands. 
"When  they  actually  come  upon  him  he  satisfies  them  from 
his  cash  account  with  the  bank,  and  gradually  replaces 
the  sum  borrowed  with  the  money  or  paper  which  comes 
in  from  the  occasional  sales  of  his  goods.  With  the  same 
stock,  therefore,  he  can,  without  imprudence,  have  at  all 
times  in  his  warehouse  a  larger  quantity  of  goods  than 
the  London  merchant,  and  can  thereby  both  make  a 
greater  profit  himself  and  give  constant  employment  to  a 
greater  number  of  industrious  people  who  prepare  those 
goods  for  the  market.  Hence,  the  greater  benefit  which 
the  country  has  derived  from  this  trade. 

"  The  facility  of  discounting  bills  of  exchange,  ii  may 
be  thought,  indeed,  gives  the  English  merchants  a  con- 
venience equivalent  to  the  cash  accounts  of  the  Scotcli 
merchants.  But  the  Scotch  merchants,  it  must  be  re- 
membered, can  discoimt  their  bills  of  exchange  as  easily 
as  the  English  merchants,  and  have,  besides,  the  addi- 
tional conveniency  of  their  cash  account."  • — Wealth  oj 
Nations,  Book  ii.  chap.  2, 

Query. — Is  it  better  for  a  bank  to  make  advances  of 

•  A  fuller  account  of  the  system  ot  cash   credits   will   be  fouad   m 
vol.  ii.,  pp.  224-32. 
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money  on   cash   credits,   or  by  discounting  bills  of  px- 
chanQ-e  r 


Bills  of  Exchange  versus  Cash  Credits. — 1.  Cash  credits, 
when  once  granted,  are  not  usually  suddenly  called  up, 
T)ut  bills  of  exchange  soon  fall  due,  and  you  can  refuse  to 
discount  again. 

2.  If  you  discount  bills  of  exchange,  they  can  be  re- dis- 
counted to  supply  the  bank  with  funds,  if  necessary,  but 
advances  on  cash  credits  cannot  be  replaced. 

3,  In  case  of  a  panic  or  a  run  upon  the  bank,  the 
persons  having  cash  credits  might  have  occasion  to  draw 
upon  the  bank,  and  the  no-tes  would  immediately  be  re- 
turned upon  the  bank  for  payment  in  gold  ;  but  you  could 
refuse  to  discount  bills  of  exchange  until  the  run  was 


Cash  Credits  versus  Bills  of  Exchange. — 1.  A  higher 
interest  is  charged  upon  cash  credits  than  upon  bills  of 
exchange. 

2.  Cash  credits,  being  of  the  nature  of  a  permanent 
advance,  are  more  beneficial  to  the  parties  ;  hence  trade  is 
more  promoted,  and  the  benefit  to  the  bank  must  ulti- 
mately be  greater. 

3.  Parties  haiang  cash  credits  are  more  closely  con- 
nected with  the  bank,  and  hence  would  use  their  influence 
to  jjrevent  any  I'un  upon  the  bank,  and  to  promote  the 
prosperity  of  the  bank. 

4.  The  mode  of  recovering  an  advance  upon  a  cash 
credit  is  more  summary  and  certain,  as  the  bond  can  be 
]>ut  into  execution  immediately,  but  an  action  for  the 
recovery  of  an  unpaid  bill  is  very  tedious,  and  may  be 
i'l-ustrated  by  informality,  &c. 

A  cash  credit  operates  much  in  the  same  way  as  a  dis- 
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count  account  and  a  current  account  combined.  It  re- 
sembles a  discount  account  inasmuch  as  a  banker  is 
usually  in  advance  to  his  customer.  It  resembles  a  cur- 
rent account,  as  it  is  required  that  there  be  frequent 
operations  upon  it ;  that  is,  that  there  be  perpetual  pay- 
ings in  and  drawings  out  of  money.  The  bankers  expect 
that  a  cash  credit  shall  maintain  a  banking  capital  equal 
to  its  own  amount.  As  the  banker  is  usually  in  advance, 
a  cash  credit  can  create  no  banking  capital  by  means  of 
deposits  ;  it  can  be  done  only  by  means  of  the  notes.  If 
then,  the  operations  on  a  cash  credit  are  sufficient  to  keep 
in  circulation  an  amount  of  notes  equal  to  the  amount  of 
the  credit,  then  it  gives  satisfaction  to  the  banker  ;  l)ut 
not  otherwise.  Previous  to  granting  a  cash  credit,  the 
banks  always  make  inquiries  to  ascertain  if  this  is  likely 
to  be  the  case  ;  and  even  after  it  is  granted  it  is  liable  to 
be  called  up  if  it  has  not  accomplished  this  object.  Hence, 
cash  credits  are  denied  to  persons  who  have  no  means  of 
circulating  the  banker's  notes,  or  who  wish  to  employ  the 
money  as  a  dead  loan.  And  in  all  cases  they  are  limited 
to  such  an  amount  as  the  party  is  supposed  to  be  capable 
of  employing  with  advantage  to  the  bank. 
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SECTION  XIII. 

LOAN    BANKS. 

T  OAN  banks  are  banks  formed  for  tlie  purpose  of  ad- 
■^ — '  vancing  loans  upon  articles  of  merchandise.  Some 
are  carried  on  for  the  purposes  of  gain,  others  from  mo- 
tives of  charity. 

The  Bank  of  England  was  empowered  by  its  charter  to 
carry  on  the  business  of  a  loan  bank.  The  following  is 
the  twenty- sixth  section  of  the  Act  :— "  Provided  that 
nothing  herein  contained  shall  in  anywise  be  construed  to 
hinder  the  said  corporation  from  dealing  in  bills  of  ex- 
change, or  in  buying  or  selling  of  bullion,  gold  or  silver, 
or  in  selling  any  goods,  wares,  or  merchandise  whatever, 
which  shall  really  and  bond  fide  be  left  or  deposited  with 
the  said  corporation  for  money  lent  or  advanced  thereon,  and 
which  shall  not  be  redeemed  at  the  time  agreed  on,  or 
within  three  months  after,  or  from  selling  such  goods  as 
shall  or  may  be  the  produce  of  lands  purchased  by  said 
corporation."  In  j^ursuance  of  the  privilege  granted  by 
this  clause,  the  directors  gave  public  notice  that  they 
would  lend  money  at  four  per  cent.,  on  "  plate,  lead,  tin, 
copper,  steel,  and  iron." 

The  Bank  of  Scotland  was  also  authorized  to  act  as  a 
loan  bank.  The  following  is  one  clause  of  the  Act  by 
which  it  was  established  in  1695 : — "  And  it  is  further 
hereby  statute  and  ordained,  that  it  shall  be  lawful  for 
the  said  governor  and  company  to  lend,  upon  real  or 
personal  secarit^j  anv  suiri  or  sums,  and  to  receive  annual 
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rent  for  the  same,  at  six  per  cent.,  as  sliall  be  ordinary 
for  the  time  :  as  also  that  if  the  person  borrowing,  as  said 
is,  shall  not  make  payment  at  the  term  agreed  upon  with 
the  company,  that  it  shall  be  lawful  for  the  governor  and 
company  to  sell  and  dispose  of  the  security  or  pledge  by  a 
public  roup,  for  the  most  that  can  be  got,  for  payment  to 
them  of  the  principal  annual  rents  and  reasonable  charges, 
and  returning  the  overplus  to  the  person  who  gave  the 
said  security  or  pledge." 

The  Royal  Bank  of  Scotland  was  also  empowered  by 
its  charter,  "  to  lend  to  any  person  or  persons,  bodies 
politic  or  corporate,  such  sum  and  sums  of  money  as  they 
should  think  fit,  at  any  interest  not  exceeding  lawful  inte- 
rest, on  real  or  personal  security,  and  particularly  on  pledges 
of  any  kind  whatsoever,  of  any  goods,  wares,  merchandises, 
or  other  effects  whatsoever,  in  such  way  and  manner  as  to 
the  said  company  shottld  seem  proper  and  convenient." 

"  The  Hibernian  Joint- Stock  Loan  Company,"  usually 
called  the  Hibernian  Bank,  was  formed  in  1825,  "  for  the 
purpose  of  purchasing  and  selling  annuities,  and  all  public 
and  other  securities,  real  and  personal,  in  Ireland,  and  to 
advance  money  and  make  loans  thereof,  on  the  security  of 
such  real  and  personal  security,  at  legal  interest,  and  on 
the  security  of  merchandise  and  manufactured  goods." 
This  company,  however,  has  never  carried  on  the  business 
of  a  loan  bank,  but  has  confined  its  transactions  to  the 
business  of  a  commercial  bank.  It  has  not  the  power  of 
issuing  notes,  but  it  is  a  bank  of  discount  and  of  dej^osit. 

Capital  advanced,  by  way  of  loan,  on  the  securities  of 
merchandise,  would  produce  the  same  effects  as  if  advanced 
in  the  discounting  of  bills.  If  a  party  borrows  .£100  on 
the  security  of  his  merchandise,  it  is  the  same  as  though 
he  had  sold  his  merchandise  for  a  d£100  bill,  and  got  it 
d^BCounted  with  the  banker.     By  obtaining  this  advance 

o 
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he  is  enabled  to  hold  over  this  merchandise  for  a  tetter 
market,  and  avoids  a  sacrifice  which,  otherwise,  he  might 
be  induced  to  make,  in  order  to  raise  the  money  for  urgent 
purposes. 

Every  advance  of  money  by  a  banker,  let  it  be  made  in 
what  way  soever,  is  in  fact  a  loan.  To  discount  a  d£100 
bill  that  has  three  months  to  run,  is  much  the  same  as  to 
lend  that  amount  for  three  months.  The  difference  is, 
that  the  banker  has  two  or  more  securities  instead  of  one 
— ^the  time  of  repayment  is  fixed  ;  and  the  interest  on  the 
whole  sum  is  paid  at  the  time  it  is  advanced.  But  let 
one  trader  draw  bills  upon  his  customers,  and  take  them 
to  the  bank  for  discount — let  another  trader  give  his 
elastomers  three  months'  credit  without  drawing  bills,  and 
borrow  of  the  banker  the  amount  of  the  goods  sold ;  it  is 
obvious  that  in  each  case  the  traders  receive  the  same 
accommodation,  and  the  effect  on  commerce  will  be  the 
same.  The  bill  is  merely  a  transfer  of  the  debt  from  the 
drawer  to  the  banker,  with  the  drawer's  guarantee.  Cash 
credits  are  loans — the  amount  of  the  loan  varies  every  day, 
but  the  maximum  is  fixed.  If  a  trader  who  has  a  cash 
credit  for  d£500  has  always  j6300  drawn  out,  it  is  nearly 
the  same  thing  as  though  he  had  a  loan  for  ^8300.  The 
advantage  to  him  is,  that  he  can  draw  exactly  such  a  sum 
as  he  may  need — that  he  can  replace  it  whenever  he 
pleases,  and  in  such  portions  as  he  may  find  convenient ; 
and  he  pays  interest  only  for  the  sum  drawn  out.  It  is 
unnecessary  to  say  that  overdrawn  accounts,  mortgages, 
and  all  advances  of  money  on  pledges  or  securities  of  any 
kind  are  loans. 

It  is  contrary  to  all  sound  principles  of  banking  for  a 
banker  to  advance  money  in  the  form  of  permanent  loans, 
or  as  they  are  called,  dead  loans.  In  the  first  place,  those 
dead   loans   do    not    create    any    banking   capital — and, 
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secondly,  tliey  cannot  be  suddenly  called  up.  For  a 
banker  to  lend  out  his  banking  capital  in  the  way  of 
permanent  loan  is  obviously  imprudent,  as  he  knows  not 
how  soon  that  capital  may  be  taken  out  of  his  hands  ;  and 
it  is  almost  equally  imprudent  to  advance  his  real  capital 
in  that  way,  as  the  real  capital  ought  to  be  kept  in  n 
disposable  form,  so  that  it  may  be  rendered  available  in 
case  of  any  sudden  contraction  of  the  banking  capital. 
The  investing  of  money  in  the  public  funds  is  not  strictly 
an  operation  of  banking.  It  does  not  increase  the  banking 
capital.  Yet  it  is  necessary  that  a  banker  should  lay  out 
some  portion  of  his  capital  in  this  way,  because  he  can  so 
easily  realize  the  money  in  case  a  run  should  be  made 
upon  his  bank.  The  portion  thus  invested  is  probably 
less  productive  than  any  other  part  of  his  capital,  except 
the  sums  kept  in  his  till  to  meet  occasional  demands. 
Sometimes,  however,  a  rise  in  the  funds  will  be  the  means 
of  affording  him  a  considerable  profit. 

The  second  class  of  loan  banks  arose  from  motives  of 
charity. 

These  institutions  were  first  established  in  the  fifteenth 
century,  for  the  purpose  of  checking  the  extortions  of 
usurers,  by  lending  money  to  the  poor  upon  pledges,  and 
without  charging  interest.*  They  were  originally  sup- 
ported by  voluntary  contributions  ;  but  as  these  were  found 
insuflicient  to  support  the  necessary  expenses,  it  became 
necessary  that  the  borrowers  should  be  charged  interest 
for  the  loans.  These  banks  were  at  first  distinguished  by 
being  called  monies  pietatis.  It  appears  that  the  word, 
mont,  or  mount,  was  at  an  early  period  applied  to  any 
pecimiary  fund,  and  it  is  probable  that  the  promoters  of 
this  system  added  "  pietatis  "  to  give  it  an  air  of  religion, 
and  thus  to  procure  larger  subscriptions.  A  bank  of  this 
'  See  Beckmann's  "  History  of  Ancient  In.stitutions." 
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kind  was  formed  at  Perugia  in  the  year  1464 ;  anotlier  at 
Rome  in  1539  ;  one  at  Naples,  which  was  considered  the 
greatest  in  Europe,  in  the  following  year,  and  it  took  the 
name  of  banco  del  poveri — the  bank  of  the  poor.  These 
institutions  wei'e  opposed  in  France.  An  attempt  was 
made  to  introduce  them  under  Louis  XIII.  in  1626,  but 
the  managers  were  threatened  with  punishment,  and  the 
undertaking  was  relinquished.  The  Mont  de  Piete,  at 
Paris,  was  established  in  the  year  1777  ;  and  so  largely 
has  the  public  taken  advantage  of  the  accommodation  this 
afforded,  that  it  has  been  known  to  have  in  its  possession 
forty  casks  filled  with  gold  watches. 

These  banks  were  not  only  called  Mounts  of  Piety,  but 
they  were  also  called  Lombards,  from  the  name  of  the 
original  bankers,  or  money-lenders.  A  loan-bank,  or  a 
Lombard,  was  established  in  Russia  in  1772,'  to  prevent 
the  usury  and  the  oppression  to  which  the  j^oor  were 
exposed,  and  the  profit  was  given  to  the  foundling  hospital 
of  St.  Petersburg.  The  "  Lombard "  lent  on  gold  and 
silver  three-fourths  of  the  value,  on  other  metals  it  lent 
one-half  the  value,  and  on  jewels  as  much  as  the  circum- 
stances of  the  times  would  allow,  the  estimate  being  made 
by  sworn  appraisers.  The  rate  of  interest  was  established 
throughout  the  empire,  in  1786,  at  five  per  cent.  At  the 
Lombard,  one  year's  interest  is  taken  in  advance.  Pledges 
that  are  forfeited  are  publicly  sold ;  and  if  they  produce 
more  than  the  loan,  the  interest,  and  the  charges,  the 
overplus  is  given  to  the  owners. 

In  1695,  Sir  Francis  Brewster  published  his  Essay  on 
Trade  and  Navigation,  "  printed  for  T.  Cockerell,  at  the 
Three  Legs,  in  the  Poultry,  over  against  the  Stocks-mar- 
ket." He  has  a  section  upon  "Banks  and  Lumbers."* 
He  recommends  that  in   every   shire  a  bank  should  be 

'  Odd}',  on  European  Commerce.  -  Lumbers,  i.  e.  Lombards. 
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erected  by  Act  of  Parliament ;  and  he  states  that  it  would 
be  "  the  most  effectual  way  for  suppressing  highwaymen ; 
for  that  no  man  need  travel  with  more  than  pocket-money 
for  his  expenses,  when  he  may  have  bank  tickets  to  any 
part  of  the  kingdom  where  he  goes."  He  afterwards  ob- 
serves, "  that  lumbers  for  poor  artizans  and  others  is  an 
appendix  to  banks,  and  may  by  funds  out  of  them  in  each 
county  be  supplied  so  as  that  the  poor  men  have  money  to 
carry  on  their  trade  and  employment  on  the  pawns  that 
may  be  so  easy,  and  with  the  advantage  of  selling  in 
public  sales  what  they  leave  in  pledge.  And  that  what  they 
borrow  should  be  of  more  advantage  and  easy  to  them 
than  if  the  money  were  lent  them  gratis,  and  may  be  of 
great  use  in  the  employment,  and  encouraging  the  manu- 
factures of  the  nation,  which  are  much  discouraged  by  the 
necessities  and  hardships  that  are  put  upon  the  poor." 

Loan  banks  for  charitable  purposes,  have,  for  a  consider- 
able time  past,  existed  in  Ireland.  A  voluntary  association 
of  this  kind  was  established  in  the  year  1756.  This  society 
was  incorporated  in  1780,  under  the  title  of  "  The  Chari- 
table Musical  Society."  They  had  their  meetings  at  St. 
Ann's  vestry-room,  Dublin,  on  the  first  and  second  Tues- 
day in  every  month,  for  the  purpose  of  lending  money, 
interest  free,  to  indigent  tradesmen,  in  sums  of  not  lesa 
than  two  pounds  to  any  one  person  at  one  time,  which 
sums  are  to  be  repaid  at  sixpence  in  the  pound,  weekly. 

The  Meath  Charitable  Loan  Society  was  established  in 
1807.  The  committee  of  managers  lent  sums,  not  under 
five,  and  not  exceeding  twenty  pounds,  free  of  interest,  to 
be  repaid  by  weekly  instalments  of  Is.  6d.  for  <£5  ;  3s.  for 
dBlO  ;  6s.  for  =£20.  Donations  of  ^£10  and  upwards  being 
vested  in  government  securities,  the  interest  only  to  be 
applicable  to  the  fund,  or  thrown  into  the  floating  capital, 
at  the  option  of  the  donor. 
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It  seems  highly  desirable  that  in  England  also  chari- 
table loan  banks  should  be  taken  under  the  protection  of 
the  legislature.  These  institutions  might  be  organized  in 
the  sa.me  manner  as  savings'  banks.  In  most  parts  of 
England  there  are  probably  some  persons  of  afl3.uence  who 
would  become  personally  bound  for  the  repayment  of  such 
sums  as  the  government  might  be  disposed  co  advance  ; 
or,  in  other  parts,  the  necessary  funds  might  be  raised  by 
private  donations.  The  funds  might  be  employed  in  such 
a  way  as  the  committee  might  deem  best  adapted  to  pro- 
mote the  object  of  the  institution.  The  loans  might  be 
made  either  in  money,  in  raw  produce,  or  in  implements 
of  labour.  These  might  be  recovered,  if  necessary,  by 
summaiy  process.  The  state  would  thus  become  the 
Bank  of  the  Poor.  It  would  sustain  the  same  relation  to 
the  humbler  classes  which  ordinary  banks  sustain  to  the 
commercial  classes.  It  would  be  an  intermediate  party 
between  the  borrowers  and  the  lenders.  It  could  boiTOW, 
by  means  of  savings'  banks,  from  those  who  had  money  to 
lend  ;  and  lend,  by  means  of  loan  banks,  to  those  whc 
wished  to  borrov/. 
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SECTION  XIV. 

savings'  banks. 

O  AVINGS'  banks  are  banks  formed  to  promote  saving. 
^^  They  are  purely  banks  of  deposit ;  they  differ,  however, 
from  other  banks  of  deposit  in  the  following  particulars  : — 
First.  Yery  small  sums  are  received  as  deposits.  Se- 
condly. All  the  money  deposited  is  lent,  upon  interest,  to 
the  government.  Thirdly.  The  depositors  are  restricted 
as  to  the  amount  of  their  lodgments  ;  these  restrictions 
are  designed  to  exclude  from  the  banks  all  except  the 
humbler  classes  of  the  community. 

Loan  banks,  or  institutions  for  lending  money  to  the 
poor,  are  of  ancient  date  ;  but  savings'  banks,  or  institu- 
tions for  borrowing  money  of  the  poor,  are  entirely  of 
modem  invention.  They  were  first  urged  upon  the  atten- 
tion of  the  public  and  the  legislature  of  this  coiintry  in 
the  years  1815  and  1816,  by  the  late  Eight  Hon.  George 
Eose.  In  his  pamphlet  upon  the  subject,  he  thus  traces 
the  origin  of  these  establishments  : — 

"  The  idea  was  first  suggested  by  the  Society  for  Bettei*- 
ing  the  Condition  of  the  Poor,  of  which  I  have  long  been  a 
member,  and  it  has  been  acted  upon  in  Edinburgh  and 
Bath  with  such  a  degree  of  talent,  zeal,  and  perseverance, 
as  to  manifest  the  great  advantage  of  it. 

"  In  other  parts  of  Great  Britaiti,  however,  the  principle 
has  been  acted  upon  on  a  small  scale,  especially  in  Scot- 
land, where  the  parochial  institutions  for  savings  are  called 
Maneges ;  so  full  an  account   of   these  is  given  by   Mr. 
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Duncan,  the  early  promoter  of  them,  as  to  render  it  quite 
unnecessary  to  enter  on  any  particulars  respecting  them 
here.  But  however  well  intended  they  are,  there  are  strong 
objections  to  them.  In  any  event,  extended  establish- 
ments are  infinitely  more  to  be  desired,  on  account  of  the 
preferable  management  of  them,  as  well  as  for  the  safe 
custody  of  the  money.  By  a  large  district  being  included, 
gentlemen  of  property  are  found  to  become  ta'ustees  and 
managers  ;  and  a  fund  is  easily  furnished  by  small  volun- 
tary subscriptions  at  first,  and  by  the  surplus  of  the 
interest  allowed  to  the  depositors  afterwards,  to  meet  all 
the  expenses  of  the  institution. 

"  Since  the  first  publication  of  these  observations,  a  con- 
troversy has  arisen  by  Mr.  Duncan,  the  promoter  of  the 
parochial  banks,  insisting  upon  his  having  (by  the  esta- 
blishment of  the  one  at  Ruth  well)  been  the  first  to  bring 
the  banks  for  savings  into  notice,  in  an  address  to  Mr. 
Forbes,  a  gentleman  of  the  highest  respectability  in  Edin- 
burgh, who  was  a  zealous  promoter  of  the  banks  there. 
The  truth  is,  that  the  two  establishments  are  perfectly 
dissimilar,  as  above  stated,  which  will  appear  more  mani- 
festly to  whomsoever  will  take  the  trouble  of  reading  the 
pamphlet  of  Mr.  Duncan  and  the  answer  of  Mr.  Forbes  to 
it.  As  far  as  respects  Scotland,  it  would  seem  that  the 
Edinburgh  plan  has  the  merit  of  priority,  for  general  ad- 
vantage ;  but  it  may  be  hoped  that  in  future  there  may 
be  no  contention,  except  how  the  public  can  be  most  bene- 
fited— it  is  of  very  little  importance  from  whence  the  sug- 
gestion originated." 

Mr.  Rose  proceeds  to  explain  in  detail  the  nature  of 
these  institutions,  and  points  out  the  advantages  they 
may  be  expected  to  confer  t^on  different  classes  of  the 
community  : — 

"Apprentices,  on  first  coming  out   of  their  time,  who 
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now  too  frequently  spend  all  their  earnings,  may  be  induced 
to  lay  by  five  shillings  to  ten  shillings  a  week,  and  some- 
times more,  as  in  many  trades  they  earn  from  twenty-four 
to  fifty  and  sixty  shillings  a  week. 

"  The  same  observation  applies,  though  somewhat  less 
forcibly,  to  journeymen  in  most  trades  (whose  earnings 
are  very  considerable),  from  not  beginning  so  early,  and  to 
workmen  in  several  branches.  With  respect  to  these,  it 
has  been  made  evident  to  me,  and  to  many  members  who 
attended  the  mendicity  committee  in  a  former  session  of 
parliament,  that  in  numerous  instances  when  the  gains 
have  been  as  large  as  above  stated,  the  parties  have  been 
so  improvident  as  to  have  nothing  in  hand  for  the  support 
of  themselves  and  families  when  visited  with  sickness,  and 
have  consequently  with  their  families  fallen  immediately 
upon  the  parish.  In  some  instances  the  tools  and  imple- 
ments of  their  trade  have  been  carried  to  the  pawnbroker 
during  illness,  whereby  difficulties  were  thro^vn  in  the  way 
of  their  laboui*  being  resumed  on  the  restoration  of  health. 

"  Domestic  servants,  whose  wages  are  frequently  more 
than  sufficient  for  their  necessary  expenses, 

"  Carmen,  porters,  servants  in  lower  conditions,  and 
others  may,  very  generally,  be  able  to  make  small  deposits, 
without  finding  the  slightest  inconvenience  from  the  dimi- 
nution of  their  income  occasioned  thereby. 

"  With  respect  to  day  labourers,  the  full  advantage  can- 
not be  expected  to  be  derived  at  first,  as  far  as  relates  to 
married  men  with  families  :  it  too  frequently  happens  that 
when  there  are  two  or  three  children,  it  is  all  that  the 
father  can  do  to  support  himself  and  those  dependent  upon 
him  with  his  utmost  earnings  ;  but  the  single  man,  whose 
wages  are  the  same  as  those  of  his  married  fellow-labourers, 
may  certainly  spare  a  small  weekly  sum,  by  doing  which 
he  would,  in  a  reasonable  time,  have  saved   enough  to 
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enable  him  to  marrv  with  a  hope  of  never  allowing  any  one 
belonging  to  him  to  become  a  burthen  to  the  parish. 

"  Nothing  is  so  likely  as  a  plan  of  this  sort  to  prevent 
early  and  improvident  marriages,  which  ai'e  the  cause, 
more  than  any  others,  of  the  heavy  burthen  of  the  poor- 
rates.  When  a  young  single  man  shall  acquire  the  habit 
of  saving,  he  will  be  likely  to  go  on  till  he  shall  get  together 
as  much  as  will  enable  him  to  make  some  provision  to- 
wards the  support  of  a  family  before  he  thinks  of  marrying. 

"  The  welfare  of  the  lower  classes  of  society  cannot  be  a 
matter  of  indifference  to  any,  nor  can  it  be  doubted  that 
their  situation  will  be  ameliorated  by  the  adoption  and 
promotion  of  these  banks.  The  industry,  sobriety,  and 
economy  among  the  lower  orders  of  the  people  will  thus 
be  promoted  by  their  being  encouraged  to  make  little 
savings  for  a  provision  against  want  and  distress ;  and 
their  moral  improvement  will  be  advanced,  while  their 
social  comfort  is  augmented.  By  the  plan  which  I  here 
recommend,  this  beneficent  and  most  important  object 
will  be  obtained  at  no  expense  to  the  higher  orders,  or  at 
so  trifling  a  one  as  to  be  utterly  unworthy  of  notice. 

"  This  plan  has  in  it  the  germ  of  valuable  moral  prin- 
ciples, and  if  it  can  be  fairly  brought  into  action,  will  tend 
more  than  anything  to  lessen  the  enormous  and  increasing 
burthen  on  the  middle  and  higher  classes,  and  at  the 
same  time  to  infuse  into  the  minds  of  the  lower  order  a, 
legitimate  spirit  of  independence.  Its  merits  are  so  well 
expressed  where  its  advantages  were  early  experienced, 
that  I  cannot  do  so  well  as  to  quote  a  few  words  from  one 
of  the  Edinburgh  reports : — '  It  secures  independence 
without  inducing  pride — it  removes  those  painful  mis- 
givings which  render  the  approaches  of  poverty  so  ap- 
palling, and  often  paralyze  the  exertions  that  might  ward 
off  the  blow.     It  leads  to  temperance  and  the  restraint  of 
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all  disorderly  passions,  whicli  a  wasteful  expenditure  of 
money  nourishes.  It  produces  that  sobriety  of  mind  and 
steadiness  of  conduct  which  afford  the  best  foundation  for 
the  domestic  virtues  in  humble  life.  The  effects  of  such 
an  institution  as  this  upon  the  character  of  the  people, 
were  it  to  become  universal,  ivould  be  almost  inappreciable.'  " 

In  the  year  1817,  Mr.  Rose  obtained  an  Act  of  Parlia- 
ment, entitled,  "  An  Act  to  encourage  the  Establishment 
of  Banks  for  Savings  in  England."  About  the  same  time 
an  Act  was  passed,  entitled,  "  An  Act  to  encourage  the 
Establishment  of  Banks  for  Saving  in  Ireland  ;  "  the  pro- 
visions of  which  were  similar  to  the  preceding. 

The  establishment  of  Post-office  Savings'  Banks  in  1861 
(24  Vic.  c.  14)  has,  by  the  greater  facilities,  and  by  the 
undoubted  security  which  they  afford,  largely  reduced  the 
number  of  the  (old)  savings'  banks,  and  still  more  largely 
the  funds  lodged  in  them.^     Government  and  the  public 

'  Eeturns  of  savings'  banks,  which  brought  up  their  accounts  to  the 
end  of  1869,  show  that  at  that  date  the  number  of  banks  closed  were,  in 
England,  119;  in  Wales,  9;  in  Scotland,  6;  in  L'eland,  11  ;  giving  a 
total  of  145  banks  closed.  The  number  of  depositors'  balances,  on  20th 
of  November,  previous  to  date  of  notice  to  close,  was,  in  England, 
134,183  ;  in  AValcs,  3,280  ;  in  Scotland,  2,034  ;  in  L-eland,  2,082.  The 
amounts  of  the  balances  were,  in  England,  £3,083,648  14s.  6fZ. ;  in 
Wales,  £72,147  18s.  2d.;  in  Scotland,  £19,944  4s.  4d.;  in  L-eland, 
£52,527  17s.  8tZ.  Thus  the  total  number  of  depositors'  balances  through- 
out the  United  Kingdom,  in  the  banks  about  to  close,  was  141,579,  the 
■total  amount,  £3,228,268  14s.  %d.  The  number  of  accounts  thence 
transferred  to  post-office  savings'  banks  was,  in  England,  73,911;  in 
Wales,  782  ;  in  Scotland,  238  ;  in  Ireland,  360  :  total  number,  W5,291. 
The  amounts  transferred  were,  in  England,  £1,785,552  13s.  &d.;  in 
Wales,  £20,1 10  8s.;  in  Scotland,  £634  9s.  3c^.;  in  L-eland,  £10,037  9s.  Sc?.: 
total  amount,  £l,81e,535  Os.  bd.  These  amounts  were  transferred  bv 
transfer  certificates  only ;  but  in  addition  to  them  it  was  estimated  by 
the  post-office  authorities  that  £194,000  were  paid  in  cash  by  about 
9,800  of  the  depositors  in  these  closed  savings'  banks  to  the  post-office 
savings'  banks. 
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are  indebted  to  Mr.  Sikes,  manager  of  the  Huddersfield 
Banking  Company,  for  the  suggestion,  and  for  an  outline 
of  the  plan,  as  well,  of  making  the  Money  Order  offices 
contributory  to  the  development  of  savings'  banks. 

Scotland  has  always  had  the  advantage  of  savings'  banks 
by  means  of  the  deposit  system,  whioh  is  a  regular  branch 
of  the  business  of  the  commercial  banks.  The  deposit 
system  of  banking  is  universally  considered  to  be  one 
cause  of  the  prudence  and  frugality  by  which  the  lower 
classes  of  the  people  of  Scotland  are  distinguished. 

In  every  point  of  view  the  savings'  banks  appear  calcu- 
lated to  produce  unmingled  good.  They  extend  to  persons 
of  small  means  all  the  benefits  of  banking.  The  indus- 
trious have  thus  a  place  where  their  small  savings  may  be 
lodged  with  perfect  security  from  loss,  and  with  the 
certainty  of  increase.  They  tend  to  foster  that  disposi- 
tion to  accumulate  which  is  usually  associated  with 
temperance  and  prudence  in  all  the  transactions  of  life. 
Upon  the  mercantile  interests  of  society  they  have  the 
same  effect  as  commercial  banking.  The  various  small 
sums  which  were  previously  lying  unproductive  in  the 
hands  of  many  individuals,  are  collected  into  one  sum  and 
lodged  in  the  public  funds.  The  tendency  of  this,  in  the 
first  place,  is  to  raise  the  price  of  the  funds.  This 
advanced  price  may  cause  some  of  the  holders  to  sell  out 
and  to  employ  their  money  in  trade  and  commerce.  Thus 
the  savings'  banks  augment  the  productive  capital  of  the 
nation. 

It  is  much  to  be  regretted  that  the  advocates  for  savings' 
banks  should  ever  have  proposed  these  institutions  as 
substitutes  for  benefit  societies.  Cannot  the  interest  of 
one  excellent  institution  be  promoted  but  at  the  expense 
of  another  ?  Savings'  banks  are  a  useful  addition  to 
benefit  societies,  but  cannot  supply  their  place.    A  labouror 
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pays  to  a  benefit  club  about  thirty  sliillings  per  annum, 
and  for  that  payment  he  receives  about  eight  shillings 
per  week  during  the  time  of  illness.  If  this  sum  be 
lodged  in  a  savings'  bank,  how  soon  will  a  few  weeks' 
illness  exhaust  the  whole.  It  is  no  doubt  the  revelling 
and  excess  that  have  too  often  attended  the  meeting  of 
benefit  societies  at  public-houses  that  have  given  rise  to 
objections  against  them.  It  may  be  expected,  however, 
that  as  our  labourers  and  mechanics  become  better  in- 
structed these  excesses  will  be  avoided. 

But  while  savings'  banks  do  not  supersede  benefit 
societies,  neither  do  benefit  societies  supersede  the  neces- 
sity for  savings'  banks.  The  benefit  society  is  of  use  only 
in  case  of  illness — in  no  other  case  has  a  member  any 
claim  \ipon  its  funds.  He  cannot  draw  out  money  to 
support  his  wife,  to  furnish  his  house,  or  to  educate  his 
children.  The  benefit  societies  are  only  to  guard  against 
calamity,  not  to  increase  enjoyment.  By  these,  labourers 
may  be  saved  from  the  parish  workhouse,  but  they  must 
also  become  depositors  in  a  savings'  bank  if  they  wish  to 
acquire  independence. 

As  it  is  always  interesting  and  useful  to  note  the  pro- 
gress of  the  savings  of  a  nation  such  as  ours,  we  append 
tables  showing  the  amount  of  the  deposits  in  the  Post- 
ofiice  Savings'  Banks,  and  in  the  old  Savings'  Banks  under 
trustees.  These  tables  are  taken  from  the  statistical 
abstract  of  the  United  Kingdom,  and  range  from  1864  (the 
year  when  first  the  abstract  was  presented  to  Parliament") 
till  the  end  of  1878. 
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SAVINGS'    BANKS  UNDER   THE   POST-OFFICE. 

Total  Amouxt  Eeceived  from,  and  Paid  to.  Depositors 
in  the  Post-office  Savings'  Banks,  and  of  the  Com- 
PUTED  Capital  of  those  Savings'  Banks  at  the  end 
of  each  Year.' 


I  Received 
1864   -I  Paid      . 
(Capital 

(Received 
Paid      . 
Capital 

(■Received 
1866   \  Paid      . 
1  Capital 

1  Received 
Paid      . 
Capital 

(  Received 
1868   ]Paid      . 
(  Capital 

■Received 


J  Pa.^ 
(Capital 


(  Received 
1870   J  Paid     . 
(Capital 


Engiakd 

AND 

Wales. 


3,242,088 
1,685,730 
4,687,803 

3,630,432 
2,156,781 
6,161,488 

4,335,4.49 
2,776,956 
7,719,981 

4,578,309 
3,068,061 
9,230,229 

5,247,761 

3,475,843 

11,002,147 

5,676,849 

3,965,773 

12,713,223 

5,891,508 

4,442,862 

14,161,869 


Scotland. 

Ireland. 

£ 

89,219 

64,831 

123,747 

£ 
121,044 
85,494 
181,484 

94,645 

70,670 

147,775 

126.810 

91,160 

217,137 

99,798 

83,013 

164,560 

134,583 
115.086 
236,634 

106,263 

78,269 
192,554 

192,692 
102,180 
327,146 

120,818 

83,696 

229,676 

237,288 
129,602 
434,832 

132,805 

95,734 

266,747 

274,956 
165,549 
544,239 

146,429 
108,941 
304,235 

295,145 
206,384 
633,000 

UxiTED 

KlNGDOJI. 


£ 
3,452,351 
1,836,056 
4,993,124 

3,851,887 
2,318,611 
6,526,400 

4,569,830 
2,975,055 
8,121,175 

4,877,264 
3,248,510 
9,749,929 

5,605,867 

3,689,141 

11,666,655 

6,084,610 

4,227,056 

13,524,209 

6,333,082 

4,758,187 
15,099,104 


'  In  tlii.s  tiible  tlie  amounts  received  include  interest. 
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Ekglamd 

AND 

Wales. 

Scotland. 

Ireland. 

United 

KiNQDOM. 

A87I 

Received  . 

■  Paid     .     . 

Capital    . 

£ 

6,546,826 

4,769,687 

15,939,008 

£ 

155,881 
119,359 
340,757 

£ 
338,660 
226,421 
745,239 

£ 

7,041,367 

5,115,467 

17,025,004 

1872 

Received  . 

■  Paid     .     . 

Capital    . 

7,567,034 

5,402,644 

18,103,398 

189,074 
140,630 
389,201 

373,887 
293,386 
825,740 

8,129,995 

5,836,600 

19,318,339 

1873 

(  Received  . 
\  Paid     .     , 
[Capital    . 

7,898,200 

6,084,166 

19,917,432 

193,020 
177,453 
404,768 

342,371 
322,562 
845,549 

8,433,591 

6,584,181 

21,167,749 

1874 

f  Received  . 
4  Paid      .     . 
(  Capital    . 

8,319,179 

6,410,824 

21,825,787 

184,432 
171,264 
417,936 

362,204 
294,007 
913,746 

8,865,815 

6,876,095 

23,157,469 

1875 

(  Received  . 
'  Paid     .     . 
1  Capital    . 

8,779,880 

6,864,838 

23,740,829 

185,448 
160,171 
443,213 

390,108 

300,551 

1,003,303 

9,355,436 

7,325,560 

25,187,345 

1876 

(  Received  . 
J  Paid     .     . 

(  CaI'ITAL      . 

8,963,813 

7,311,152 

25,393,490 

187,883 
151,753 
479,343 

449,985 

329,571 

1,123,717 

9,601,681 

7,792,476 

26,996,550 

1877 

1  Received  . 
J  Paid      .     . 
[  Capital    . 

9,140,998 

7,560,170 

26,974,318 

196,516 
166,144 
509,715 

490,684 

357,677 

1,256,724 

9,828,198 

8,083,991 

28,740,757 

1878 

1 

(  Rkceived  . 
\  Paid     .     . 
[  Capital    . 

9,483,248 

7,919,462 

28,538,104 

214,389 
176,451 
547,653 

487,363 

418,281 

1,325,806 

10,185,000 

8,514,194 

30,411,563 
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II 


SAVINGS'  BANKS  UNDER  TRUSTEES. 

Total  Amount  Received  and  Paid  ty  Trustees  of 
Savings'  Banks  from  and  to  Depositors  in  each  Year, 
and  of  the  Computed  Capital  of  Savings'  Banks  at 
the  end  of  each  Tear. 


1865 


1866 


1870 


1871 


1872 


1  Received 
J  Paid  .  . 
(  Capital  . 

(  Received 
^Paid  .  . 
(  Capital  . 

i  Received 
•JPaid  .  . 
I  Capital  . 

4  Received 
<Paid  .  . 
(  Capital  . 

I  Received 
.(Paid  .  . 
(  Capital  . 

(Received 
^Paid  .  . 
(  Capital  . 

(Received 
-(Paid  .  . 
I  Capital  . 

(Received 
^Paid  .  . 
I  Capital  . 

(  Received 
'Paid  .  . 
(  Capital  . 

(  Received 
.{Paid  .  . 
I  Capital  . 


£ 

6,580,322 

8,837,626 

33,743,143 

6,104,130 
7,731,845 
33,062,171 


5,767,410       159,880 

8,631,762       209,044 

31,100,486       976,198 


Wales. 


£ 
177,369 
233,228 
984,910 

174,572 
191,523 
997,091 


5,582,409 

6,607,107 

30,974,031 

5,587,104 
6,545,968 
30,850,166 

5,699,654 
6,212,191 
31,038,966 

5,537,136 
6,353,980 
31,038,029 

5,804,984 
6,201,795 
31,413,002 

6,134,089 
6,193,165 
31,872,535 

6,344,132 

6,600,535 

32,501,383 


159,069 
186,472 
976,621 

155,627 
176,000 
984,656 

169,099 

168,341 

1,013,927 

162,404 

175,584 
1,029,468 

178,303 

170,889 
1,066,543 

205,537 

168,883 

1,133,346 

242,479 

196,292 

1,213,587 


£ 

953,138 

1,093,803 

2,819,033 

967,663 
1,007,652 
2,859,377 

945,945 
1,1.34,046 
2,751,166 

1,055,784 

938,243 

2,949,732 

1,164,659 

984,007 

3.218,843 

1,278,858 
1,066,074 
3,526,285 

1,372,110 
1,175,130 
3,828,294 

1,487,970 
1,309,144 
4,119,735 

1,702,497 
1,491,596 
4,452,330 

1,76.5,176 
1,705,241 
4,638,608 


Ireland. 


£ 

463,850 

617,172 

1,973,250 

438,272 

626,052 

1,836,659 

352,574 

678,141 

1,554,266 

463,569 

428,238 

1,632,819 

503,813 

370,943 

1,813,792 

520,124 

410,485 

1,974,568 

500,017 

463,089 

2,062,758 

566,765 

465,685 

2,220,383 

520,848 

.532,540 

2,221,669 

436,598 

570,176 

2,146,557 


UN.TEn 
KlK&DOJl. 


£ 

8,174,679 

10,781,829 

39,520,336 

7,684,637 

9,557,072 

38,745,298 

7,225,809 
10,652,993 
36,382,116 

7,260,831 
8,160,060 
36,533,203 

7,411,203 
8,076,918 
36,867,457 

7,667,735 

7,857,091 

37,553,746 

7,571,667 
8,167,78,'? 
37,958,549 

8,038,022 
8,150,513 

38,819,663 

8,562,971 

8,386,184 

39,679,880 

8,788,385 
9,071,244 
40,500,135 
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(Received 

1874  ^Paid  .     . 
(  Capital  . 

(Received 

1875  ^Paid  .     . 
(  Capital  . 

(Received 

1876  ^Paid  .     . 
(  Capital  . 

(Received 
Interest 
Credited 
Paid  .  . 
Capital  . 

(Received 
Interest 
Credited 
Paid  .  . 
Capital  . 


'  Prior  to  the  year  1877  the  amount  of  Interest  Credited  was  not 
separatelj  distinguished,  although  it  was  included  in  the  Capital. 
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SECTION   XV. 

THE    NATURE    OF    BANKING. 

"  "\1[  T^HAT  is  it  that  we  call  a  Banker?  There  is  in  this 
city  a  company  or  corporation,  called  goldsmiths, 
and  most  of  those  called  bankers  are  of  that  corporation  ; 
but  so  far  as  I  know,  there  is  not  a  company  or  corpora- 
tion in  England  called  bankers,  nor  has  the  business  any 
definition  or  description  either  by  common  law  or  by 
statute.  By  custom  we  call  a  man  a  banker  who  has  an 
open  shop,  with  proper  counters,  servants,  and  books,  for 
receiying  other  people's  money,  in  order  to  keep  it  safe, 
and  return  it  upon  demand ;  and  when  any  man  has 
opened  such  a  shop  we  call  him  a  banker,  without  in- 
quiring whether  any  man  has  given  him  any  money  to 
keep  or  no :  for  this  is  a  trade  where  no  apprenticeship  is 
required,  it  having  never  yet  been  supposed  that  a  man 
who  sets  up  the  trade  of  banking  could  be  sued  upon  the 
statute  of  Queen  Elizabeth,  which  enacts,  that  none  shall 
use  any  art  or  mystery  then  used,  but  such  as  have  served 
an  apprenticeship  in  the  same."  ^ 

A  banker  is  a  dealer  in  capital,  or  more  properly  a  dealer 
in  money.  He  is  an  intermediate  party  between  the  bor- 
rower and  the  lender.  He  borrows  of  one  party,  and  lends 
to  another ;  and  the  difference  between  the  terms  at  which 
he  borrows  and  those  at  which  he  lends,  forms  the  source 

'  Speech,  delivered  in  the  House  of  Commons,  in  1746. — See  the 
*'  London  Magazine"  for  that  year,  pae;e  120. 
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of  liis  profit.  By  this  means  he  draws  into  active  opera- 
tion those  small  sums  of  money  which  were  previously 
unproductive  in  the  hands  of  private  individuals ;  and  at 
the  same  time  furnishes  accommodation  to  those  who  have 
need  of  additional  capital  to  carry  on  their  commercial 
transactions. 

Banks  have  been  divided  into  private  and  public.  A 
private  bank  is  that  in  which  there  are  but  few  partners, 
and  these  attend  personally  to  its  management.  A  public 
bank  is  that  in  which  there  are  numerous  partners,  and 
they  elect  from  their  owti  body  a  certain  number,  who  are 
entrusted  with  its  management.  The  latter  are  usually 
called  Joint-stock  banks. 

The  business  of  banking  consists  chiefly  in  receiving 
deposits  of  money,  upon  which  interest  may  or  may  not 
be  allowed ; — in  making  advances  of  money,  principally  in 
the  way  of  discounting  bills  ; — and  in  effecting  the  trans- 
mission of  money  from  one  place  to  another.  Banks  in 
metropolitan  cities  are  usually  the  agents  of  the  banks  in 
the  provinces,  and  charge  a  commission  on  their  trans- 
actions. In  making  payments  many  country  banks  still 
issue  their  own  notes. 

The  disposable  means  of  a  bank  consist  of — First,  the 
capital  paid  down  by  the  partners,  or  shareholders. 
Secondly,  the  amount  of  money  lodged  by  their  customers. 
Thirdly,  the  amount  of  notes  they  are  able  to  keep  out  in 
circulation.  Fourthly,  the  amount  of  money  in  the  course 
of  transmission — that  is,  money  they  have  received,  and 
are  to  repay,  in  some  distant  place,  at  a  future  time. 

These  disposable  means  are  employed — First,  in  dis- 
counting bills.  Secondly,  in  advances  of  money  in  the 
form  of  cash  credits,  loans,  or  overdrawn  accounts. 
Thirdly,  in  the  purchase  of  government  or  other  secu- 
rities.    Fourthly,  a  part  is  kept  in  the  banker's  till,  to 


212  THE    HISTORY,    PRINCIPLES,    AND 

meet  the  current  demands.  Of  these  four  ways  of  em- 
ploying the  capital  of  a  bank,  three  are  productive,  and 
one  is  unproductive.  The  discounting  of  bills  yields 
interest — the  loans,  and  the  cash  credits,  and  the  over- 
drawn accounts,  yield  interest — the  government  securities 
yield  interest — the  money  in  the  till  yields  no  interest. 

The  expenses  of  a  bank  may  be  classified  thus :  rent, 
taxes,  and  repairs  of  the  house  in  which  the  business  is 
carried  on ;  salaries  of  the  officers ;  stationer's  bill  for 
books,  paper,  notes,  stamps,  &c. ;  incidental  expenses,  as 
postages,  coal,  &c. 

The  profits  of  a  bank  are  that  portion  of  its  total  re- 
ceipts— including  discount,  interest,  dividends,  and  com- 
mission— which  exceeds  the  amount  of  the  expenses. 
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SECTION  XYI. 

THE    UTILITY    OF    BANKING. 

1  N  the  first  place,  banks  are  useful  as  places  of  security 
■*■  for  the  deposit  of  money.  The  circumstance  which 
gave  rise  to  the  business  of  banking  in  this  country,  was 
a  desire  on  the  part  of  the  merchants  of  London  to  obtain 
a  place  where  they  might  lodge  their  money  in  security. 
Every  one  who  has  had  the  care  of  large  sums  of  money 
knows  the  anxiety  which  attends  their  custody.  A 
person  in  this  case  must  either  take  care  of  his  money 
himself,  or  trust  it  to  his  servants.  If  he  take  care  of  it 
himself,  he  will  often  be  put  to  inconvenience,  and  will 
have  to  deny  himself  holidays  and  comforts,  of  which  a 
man  who  is  possessed  of  much  money  would  not  like  to  be 
deprived.  If  he  entrust  it  to  others,  he  must  depend  uj)on 
their  honesty  and  their  ability.  And,  although  in  many 
important  cases  a  master  is  compelled  to  do  this,  yet  he 
does  not  feel  the  same  satisfaction  as  if  the  money  was 
actually  under  his  own  care.  Some  instances  of  neglect 
or  of  dishonesty  will  necessarily  occur,  and  these  will 
occasion  suspicion  in  reference  to  other  parties  against 
whom  no  suspicion  ought  to  be  entertained.  Besides,  in 
both  these  cases,  the  money  is  lodged  Tinder  the  owner's 
own  roof,  and  is  subject  to  thieves,  to  fire,  and  to  other 
contingencies,  against  which  it  is  not  always  easy  to 
guard. 

All  these  evils  are  obviated  by  means  of  banking.     The 
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owner  of  money  need  neither  take  the  charge  of  it  himself, 
nor  trust  to  his  dependents.  He  can  place  it  in  the  hands 
of  his  bankers.  They  are  "wealthy  men,  and  are  respon- 
sible to  him  for  the  amount.  If  they  are  robbed,  it  is  no 
loss  to  him :  they  are  pledged  to  restore  to  him  the 
amount  of  his  deposit  when  he  shall  require  it.  When- 
ever he  wants  money  he  has  only  to  wi-ite  an  order,  or 
di'aft,  upon  his  banker,  and  the  person  to  whom  he  is 
indebted  takes  the  draft  to  the  bank,  and  without  any 
hesitation  or  delay  receives  the  money. 

2.  The  bankers  allow  interest  for  money  placed  in  their 
hands  on  deposit. 

By  means  of  banking,  the  various  small  sums  of  money 
which  would  have  remained  unproductive  in  the  hands  of 
individuals,  are  collected  into  large  amounts  in  the  hands 
of  the  bankers,  who  employ  it  in  granting  facilities  to 
trade  and  commei'ce.  Thus  banking  increases  the  pro- 
ductive capital  of  the  nation.  At  the  origin  of  banking, 
"the  new-fashioned  bankers,"  as  they  were  called,  allowed 
a  certain  rate  of  interest  fc  r  money  placed  in  their  hands. 
The  banks  of  Scotland  carry  this  practice  to  the  greatest 
extent,  as  they  receive  upon  interest  so  low  an  amount  as 
ten  pounds,  and  also  allow  interest  on  the  balance  of  a 
running  account.  Many  of  the  country  bankers  in  Eng- 
land  allow  interest  on  the  balance  of  a  running  account, 
and  charge  commission  on  the  amount  of  the  money  with- 
drawn. The  London  bankers  generally  do  not  allow 
interest  on  deposit,  but  neither  do  they  charge  commis- 
sion. All  their  profits  are  derived  from  the  use  of  their 
customers'  money.  The  banks  of  Scotland  do  not  charge 
commission,  although  they  allow  interest  on  deposits ; 
but  then  those  banks  have  a  profit  by  the  issue  of  their 
notes.     The  London  bankers  do  not  issue  notes. 

8.  Another  advantage  conferred  upon  society  by  bankers 
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is,  that  they  make  advances  to  persons  who  want  to  borro\s 
money.  These  advances  are  made — by  discounting  bills 
— upon  personal  security — upon  the  joint  security  of  the 
borrower  and  two  or  three  of  his  friends — and  sometimes 
upon  mortgage.  Persons  engaged  in  trade  and  commerce 
are  thus  enabled  to  augment  their  capital,  and  conse- 
quently their  wealth.  The  increase  of  money  in  circula- 
tion stimulates  production.  When  bankers  are  compelled 
to  withhold  their  usual  accommodation,  both  the  com- 
mercial and  the  agricultural  interests  are  plunged  into 
exti-eme  distress.  The  great  advantage  arising  to  a  neigh- 
bourhood from  the  establishment  of  a  bank,  is  derived 
mainly  from  the  additional  supplies  of  money  advanced 
in  the  form  of  loans,  or  discounts,  to  the  inhabitants  of 
the  place.  This  principle  is  so  well  understood  in  Scot- 
land, that  branch  banks  are  sometimes  established  in 
poor  districts,  with  a  view  of  obtaining  a  future  profit 
from  the  prospei'ity  which  the  bank  will  introduce.' 

4.  Another  benefit  derived  from  bankers  is,  that  they 
transmit  money  from  one  part  of  the  country  to  another. 

There  is  scarcely  a  person  in  business  who  has  not 
occasion  sometimes  to  send  money  to  a  distant  town.  But 
how  is  this  to  be  done  ?  He  cannot  send  a  messenger 
with  it  on  purpose — that  would  be  too  expensive.  He  can- 
not send  it  by  post — that  would  be  too  hazardous.  Besides, 
the  sum  may  be  some  fraction  of  a  pound,  and  then  it 
cannot  go  by  post.  The  post,  too,  takes  a  considerable 
time,  as  three  letters  at  least  must  pass  on  the  transaction. 
If  he  live  in  London  he  may  obtain  a  bank  post  bill,  but 
he  cannot  obtain  that  in  the  country ;  and  he  may  not  be 
able  to  obtain  it  in  London  for  the  exact  sum  he  wants. 
How,  then,  is   the  money  to  be  sent?      35very  country 

'  Evidence  before  the  Select  Committee  of  the  House  of  Commons, 
upon  the  Abolition  of  Small  Notes,  p.  43.     Repoi't. 
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banker  opens  an  account  "with  a  London  banker.  If,  then, 
a  person  lives  at  Penzance,  and  wants  to  send  a  sum  of 
money  to  Aberdeen,  he  will  pay  the  money  into  the 
Penzance  bank,  and  his  friend  will  receive  it  of  the  Aber- 
deen bank.  The  whole  transaction  is  this  :  the  Penzance 
bank  will  direct  their  agent  in  London  to  pay  the  money 
to  the  London  agent  of  the  Aberdeen  bank,  who  will  be 
duly  advised  of  the  payment.  A  small  commission  charged 
by  the  Penzance  bank,  and  the  postages,  constitute  all  the 
expenses  incurred,  and  there  is  not  the  least  risk  of  loss. 

Commercial  travellers,  who  go  collecting  money,  derive 
great  advantage  from  the  banks.  Instead  of  carrying 
with  them,  throughout  the  whole  of  their  journey,  all  the 
money  they  have  received,  when  perhaps  it  may  be  wanted 
at  home,  they  pay  it  into  a  bank,  by  whom  it  is  remitted 
with  the  greatest  security,  and  at  little  expense  ;  and  they 
are  thus  delivered  from  an  incumbrance  which  would  have 
occasioned  great  care  and  anxiety. 

5.  Wherever  a  bank  is  established,  the  public  are  able  to 
obtain  that  denomination  of  currency  which  is  best  adapted 
for  carrying  on  the  commercial  operations  of  the  place. 
In  a  town  which  has  no  bank,  a  person  may  have  occasion 
to  use  small  notes,  and  have  none  but  large  ones  ;  and  at 
other  times  he  may  have  need  of  large  notes,  and  not  be 
able  to  obtain  them.  But  where  a  bank  is  established 
there  can  be  no  difficulty  of  this  kind.  The  banks  issue 
that  description  of  notes  which  the  receivers  may  require, 
and  are  always  ready  to  exchange  them  for  others  of  a 
different  denomination.  Banks,  too,  usually  supply  their 
customers  and  the  neighbourhood  with  silver  ;  and  if,  on 
the  other  hand,  silver  should  be  too  abundant,  the  banks 
will  receive  it,  either  as  a  deposit,  or  in  exchange  for  the^r 
notes.  Hence,  where  banks  are  established,  it  is  easy  to 
obtain  change.     This  is  very  convenient  to  those  who  have 
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to  pay  large  sums  in  wages,  or  wlio  purchase  in  small 
amoimts  the  commodities  in  which  they  trade. 

6.  By  means  of  banking  there  is  a  great  saving  of  time 
in  making  money  transactions.  How  much  longer  time 
does  it  take  to  count  out  a  sum  of  money  in  pounds, 
shillings,  and  pence,  than  it  does  to  write  a  draft.  And 
how  much  less  trouble  is  it  to  receive  a  draft  in  payment 
of  a  debt,  and  then  to  pay  it  into  the  banker's,  than  it  is 
to  receive  a  sum  of  money  in  currency.  What  incon- 
veniences would  arise  from  the  necessity  of  weighing 
sovereigns.  What  a  loss  of  time  from  disputes  as  to  the 
goodness  or  badness  of  particular  pieces  of  money. 

Besides  the  loss  of  time  that  must  necessarily  occur  on 
every  transaction,  we  must  also  reckon  the  loss  which 
every  merchant  or  tradesman,  in  an  extensive  line  of 
business,  would  certainly  sustain  in  the  course  of  a  year 
from  receiving  counterfeit  or  deficient  coin,  or  forged 
notes.  Fi'om  all  this  risk  te  is  exempt  by  keeping  a 
banker.  If  he  receives  payment  of  a  debt,  it  is  in  the  form 
of  a  draft  upon  his  customer's  banker.  He  pays  it  into 
his  own  banker's,  and  no  coin  or  bank  notes  pass  through 
his  hands.  If  he  draws  bills,  those  bills  are  presented  by 
his  banker :  and  if  his  banker  take  bad  money  it  is  his 
own  loss. 

7.  A  merchant  or  tradesman  who  keeps  a  banker  saves 
the  trouble  and  expense  of  presenting  those  bills  or  drafts 
which  he  may  draw  upon  his  customers,  or  which  he  may 
receive  in  exchange  for  his  goods.  He  pays  these  into 
the  hands  of  his  banker,  and  has  no  further  trouble.  He 
has  now  no  care  about  the  custody  of  his  bills — no  anxiety 
about  their  being  stolen — no  danger  of  forgetting  them 
until  they  are  over- due,  and  thus  exonerating  the  en- 
dorsers— no  trouble  of  sending  to  a  distance  in  order  to 
demand  payment.     He  has  nothing  more  to  do  than  to 
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see  the  amount  entered  to  liis  credit  in  his  banker's  books. 
If  a  bill  be  not  paid  it  is  brought  back  to  him  on  the  day 
after  it  falls  due,  properly  noted.  The  banker's  clerk  and 
the  notary's  clerk  are  witnesses  ready  to  come  forward  to 
prove  that  the  bill  has  been  duly  presented,  and  the 
notary's  ticket  attached  to  the  bill  assigns  the  reason  why 
it  is  not  paid.  But  if  any  endorser  of  the  bill  has  given  a 
reference  in  case  of  need — that  is,  if  any  endorser  has 
written  on  the  back  of  the  bill  that  some  other  party  will 
pay  it  in  case  the  accepter  does  not,  then  the  notary 
takes  the  bill  to  the  referee,  and  procures  the  money  from 
him. 

This  circumstance  alone  must  cause  an  immense  saving 
of  expense  to  a  mercantile  house  in  the  course  of  a  year. 
Let  us  suppose  that  a  merchant  has  only  two  bills  due 
each  day.  These  bills  may  be  payable  in  distant  parts  of 
the  town,  so  that  it  may  take  a  clerk  half  a  day  to  present 
them.  And  in  large  mercantile  establishments  it  would 
take  up  the  whole  time  of  one  or  two  clerks  to  pi'esent  the 
due  bills  and  the  drafts.  The  salaries  of  these  clerks  are 
therefore  saved  by  keeping  an  account  at  a  banker's. 
Besides  the  saving  of  expense,  it  is  also  reasonable  to 
suppose  that  losses  upon  bills  would  sometimes  occur 
from  mistakes,  or  oversights — from  miscalculation  as  to 
the  time  a  bill  would  become  due — from  errors  in  marking 
it  up — from  forgetfulness  to  present  it — or  from  present- 
ing it  at  the  wrong  house.  In  these  cases  the  endorsers 
and  the  drawers  are  exonerated  ;  and  if  the  accepter  do 
not  pay  the  bill  the  amount  is  lost.  In  a  banking-house 
such  mistakes  are  not  so  likely  to  occur,  though  they  do 
occur  sometimes  ;  but  the  loss  falls  upon  the  banker,  and 
not  upon  his  customer. 

8.  Another  advantage  from  keeping  a  banker  in  London 
is,  that  by  this  means  you  have  a  continual  referee  as  to 
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your  respectability.  If  a  mercantile  house  in  tlie  country 
write  to  their  agent,  to  ascertain  the  respectability  of  a 
firm  in  London,  the  first  inquiry  is.  Who  is  their  banker  ? 
And  when  this  is  ascertained,  the  banker  is  applied  to 
through  the  proper  channel,  and  he  gives  his  testimony  as 
to  the  respectability  of  his  customer.  When  a  trader  gives 
his  bill,  it  circulates  through  the  hands  of  many  individuals 
to  whom  he  is  personally  unknown  ;  but  if  the  bill  is  made 
payable  at  a  banking-house,  it  bears  on  its  face  a  reference 
to  a  party  to  whom  the  accepter  is  known,  and  who  must 
have  some  knowledge  of  his  character  as  a  tradesman. 
This  may  be  an  immense  advantage  to  a  man  in  business, 
as  a  means  of  increasing  his  credit ;  and  credit,  Dr. 
Franklia  says,  is  money. 

9.  The  keeping  an  account  at  a  banking-house  enables  a 
trader  not  only  to  give  a  constant  reference  as  to  his  own 
respectability,  but  it  also  enables  him  to  ascertain  the  re- 
spectability of  other  persons  who  keep  bankers.  There  are 
numerous  cases  ia  which  a  trader  may  wish  to  know  this. 
A  sti'anger  may  bring  him  a  bill,  and  want  goods  in  ex- 
change :  or  he  may  have  drawn  a  bill  upon  a  customer, 
and  wishes  to  ascertain  if  this  bill  would  be  paid  before  he 
gave  him  any  further  credit.  If  this  bill  is  not  made  pay- 
able at  a  banking-house  he  can  obtain  no  information. 
But  suppose  the  bill  is  made  payable  at  a  banking-house  ; 
even  then  he  can  obtain  no  information  unless  he  himself 
has  a  banker.  If  he  take  the  bill  to  the  banker's,  at  whose 
house  it  is  made  payable,  and  say,  "  Gentlemen,  I  will 
thank  you  to  inform  me  if  the  accepter  of  this  bill  be  a 
respectable  man — may  I  safely  give  goods  or  money  in  ex- 
change for  if?"  they  will  reply,  "Sir,  we  never  answer 
such  questions  to  strangers."  But  if  the  holder  of  this 
bill  keeps  an  account  at  a  banker's,  he  has  only  to  ask  his 
banker  to  make  the  inquiry  for  him,  and  he  will  easily 


220  THE    HISTOKT,    PRINCIPLES,    AND 

obtain  the  most  ample  information.  Among  nearly  all  the 
bankers  in  London  the  practice  is  established  of  giving 
information  to  each  other  as  to  the  respectability  of  their 
customers.  For  as  the  bankers  themselves  are  the  greatest 
discounters  of  bills,  it  is  their  interest  to  follow  this  prac- 
tice ;  and  indeed  the  interest  of  their  customers  also,  of 
those  at  least  who  are  respectable. 

10.  By  means  of  banking,  people  are  able  to  preserve  an 
authentic  record  of  their  annual  expenditure.'  If  a  person 
pays  in  to  his  banker  all  the  money  he  receives  in  the 
course  of  a  year,  and  makes  all  his  payments  by  cheques — 
then  by  looking  over  his  bank-book  at  the  end  of  the 
year  he  will  readily  see  the  total  amount  of  his  receipts, 
and  the  various  items  of  his  expenditure.  This  is  very 
useful  to  persons  who  have  not  habits  of  business,  and 
who  may  therefore  be  in  danger  of  living  beyond  their 
means.  It  is  useless  to  advise  such  j^ersons  to  keep  an 
account  of  their  exj)enses — they  will  do  no  such  thing  ;  but 
when  short  of  money  at  Christmas  to  pay  their  trades- 
men's bills,  they  may  take  the  trouble  of  looking  over  their 
bank-book,  and  noticing  how  many  cheques  were  drawn 
for  the  purchase  of  tinnecessary  articles.  A  bank  account 
is  useful  also  in  case  of  disputed  payments.  People  do 
not  always  take  receipts  for  money  they  pay  to  their 
tradesmen,  and  when  they  do  the  receipts  may  be  lost  or 
mislaid.  In  case  of  death,  or  of  omission  to  enter  the 
amount  in  the  creditor's  books,  the  money  may  be  de- 
manded again.  Should  the  payment  have  been  made  in 
bank  notes  or  sovereigns,  the  payer  can  offer  no  legal 
proof  of  having  settled  the  account ;  but  if  the  account 

'  In  the  year  1849  a  committee  of  investigation  into  the  affairs  of  a 
railway  company  reported  that  the  company  had  kept  no  books  for 
eighteen  months,  and  knew  their  transactions  only  from  their  bankers' 
pass-book. 
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was  discharged  by  a  cheque  on  a  banker,  the  cheque  can 
be  produced,  and  the  pa3mient  proved  by  the  officers  of 
the  bank,  who  can  be  subpoenaed  for  that  purpose. 

11.  Another  advantage  resulting  from  keeping  a  banker 
in  London,  is,  that  the  party  has  a  secure  place  of  deposit 
for  any  deeds,  papers,  or  other  property  that  may  require 
peculiar  care.  Any  customer  who  pleases  may  have  a  tin 
box,  which  he  may  leave  with  his  banker  in  the  evening, 
and  call  for  it  in  the  morning.  In  this  box  he  might 
place  his  will,  the  lease  of  his  house,  policies  of  insurance, 
or  any  other  documents  he  wished  to  preserve  against  fire. 
Stockbrokers  and  others  who  have  offices  in  the  city,  and 
live  out  of  town,  have  such  boxes,  which  they  leave  over- 
night with  their  banker  for  the  sake  of  security,  in  pre- 
ference to  leaving  them  in  their  own  office.  If  a  party 
were  going  to  the  country  he  might  send  his  plate  or 
jewellery  to  his  banker,  who  will  lock  it  up  in  his  strong 
room,  and  thus  it  will  be  preserved  from  fire  and  thieves 
until  his  return.  Solicitors  and  others,  who  have  deeds 
or  other  writings  of  importance  left  in  their  custody,  can 
send  them  to  the  bank  during  the  night,  and  thus  avoid 
the  danger  of  fire. 

12.  By  keeping  a  banker,  people  have  a  ready  channel 
of  obtaining  much  information  that  will  be  useful  to  them 
in  the  way  of  their  business.  They  will  know  the  way  in 
which  bankers  keep  their  accounts  ;  they  will  learn  many 
of  the  laws  and  customs  relating  to  bills  of  exchange.  By 
asking  the  banker,  or  any  of  the  clerks,  they  may  know 
which  is  the  readiest  way  of  remitting  any  money  they 
have  to  send  to  the  country  or  to  the  Continent.  If  they 
have  to  buy  or  sell  stock  in  the  public  funds,  the  banker 
can  give  them  the  name  of  a  respectable  broker  who  can 
manage  the  business  ;  or  should  they  be  about  to  travel, 
and  wish  to  know  the  best  way  of  receiving  money  abroad ; 
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or  be  appointed  executors  to  a  will,  and  have  to  settle 
some  money  matters — the  banker  will  in  these,  and  many 
other  cases,  be  able  to  give  them  the  necessary  informa- 
tion. 

13.  Banking  also  exercises  a  powerful  influence  upon  the 
morals  of  society.  It  tends  to  produce  honesty  and  punc- 
tuality in  pecuniary  engagements.  Bankers,  for  their  own 
interest,  always  have  a  regard  to  the  moral  character  of  the 
party  with  whom  they  deal ;  they  inquire  whether  he  be 
honest  or  tricky,  industrious  or  idle,  prudent  or  specula- 
tive, thrifty  or  prodigal,  and  they  will  more  readily  make 
advances  to  a  man  of  moderate  property  and  good  morals, 
than  to  a  man  of  large  property  but  of  inferior  reputation. 
Thus  the  establishment  of  a  bank  in  any  place  immediately 
advances  the  pecuniary  value  of  a  good  moral  character. 
There  are  numerous  instances  of  persons  having  risen  from 
obscurity  to  wealth  only  by  means  of  their  moral  character,and 
the  confidence  which  that  character  produced  in  the  mind 
of  their  banker.  It  is  not  merely  by  way  of  loan  or  discount 
that  a  banker  serves  such  a  person.  He  also  sjjeaks  well 
of  him  to  those  persons  who  may  make  inquiries  respecting 
him,  and  the  banker's  good  opinion  will  be  the  means  of 
procuring  him  a  higher  degree  of  credit  with  the  parties 
with  whom  he  trades.  These  effects  are  easily  perceivable 
in  country  towns ;  and  even  in  London,  if  a  house  be  known 
to  have  engaged  in  gambling  or  smuggling  transactions,  or 
in  any  other  way  to  have  acted  discreditably,  their  bills  will 
be  taken  by  the  bankers  less  readily  than  those  of  an 
honourable  house  of  inferior  property. 

It  is  thus  that  bankers  perform  the  functions  of  public 
conservators  of  the  commercial  virtues.  From  motives  of 
private  interest  they  encourage  the  industrious,  the  prudent, 
the  punctual,  and  the  honest — while  they  discountenance 
the  spendthrift  and  the  gambler,  the  liar  and  the  knave. 
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They  hold  out  inducements  to  uprightness,  which  are  not 
disregarded  by  even  the  most  abandoned.  There  is  many 
a  man  who  would  be  deterred  from  dishonesty  by  the  frown 
of  a  banker,  though  he  might  care  but  little  for  the  admo- 
nitions of  a  bishop. 
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SECTION    XVII. 

BANKING    TEEMS. 

/^UEEY  I. — Is  the  word  Bank  a  singular  or  a  plural 
\si     noun  ? 

The  word  Bank,  being  a  noun  of  multitude,  may  have 
verbs  and  pronouns  agreeing  with  it  in  either  the  singular 
or  the  plural  number,  yet  not  without  regard  to  the  import 
of  the  term  as  conveying  unity  or  plurality  of  idea.  In 
the  use  of  this  term  the  following  rules  are  usually 
observed:  — 

1.  When  any  operation  or  feeling  of  the  mind  is  ascribed 
to  a  bank,  the  verbs  and  pronouns  are  placed  in  the  plural 
— as,  "  The  bank  were  anxious  to  meet  the  wishes  of  the 
public."  "  The  bank  have  concurred  in  the  measure  pro- 
posed." "  Are  you  one  of  the  persons  who  tried  the  ques- 
tion with  the  Bank  of  Ireland,  whether  they  conceived 
themselves  bound  to  pay  in  gold  at  their  branches  ?  "  "  The 
Bank  of  England  petitioned  against  this  bill,  and  were 
heard  by  their  Counsel;  but  i/ieir  representations  produced 
no  effect,  and  the  bill  having  passed  through  both  Houses, 
received  the  Eoyal  assent."  The  following  examples, 
wherein  mental  operations  are  ascribed  to  a  neuter  pro- 
noun, are  violations  of  this  rule  :  "  The  bank  allows  the 
party  having  the  cash  credit  to  liquidate  any  portion  of  his 
debt  to  the  bank  at  any  time  that  may  suit  his  convenience, 
and  reserves  to  itself  the  power  of  cancelling,  whenever  it 
shall  think  fit,  the  credit  granted."     "  It  is  usual  for  the 
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bank  when  it  gives  a  cash  credit  to  keep  a  watchful  eye  over 
the  person  having  that  cash  credit." 

2.  When  a  reference  is  made  to  a  bank  merely  as  an  in- 
stitution, the  term  is  considered  to  belong  to  the  singular — 
as,  "  The  Bank  of  Scotland  continued  the  only  bank  from 
the  date  of  its  establishment,  in  1695,  to  the  year  1727. 
In  that  year  a  charter  of  incorporation  was  granted  to 
certain  individuals  named  therein,  for  carrying  on  the 
business  of  banking,  under  the  name  of  the  Royal  Bank  ; 
and  subsequent  charters  were  granted  to  this  establish- 
ment, enlarging  its  capital,  which  now  amounts  to  two 
millions."  "The  National  Bank  of  Scotland  has  1,238 
partners."  "  If  this  measure  be  carried  into  effect,  the 
Provincial  Bank  must  instantly  be  deprived  of  any  sufficient 
means  of  reimbursing  itself  for  the  heavy  expense  to  which 
it  has  been  subject."  "  Has  your  bank  an  establishment 
at  Kirkcudbright  ?  "  "  The  Bank  of  England  has  the  con- 
trol of  its  issues  entirely  within  itself" 

3.  When  we  notice  the  rules  or  habitual  acts  of  a  bank, 
the  word  belongs  to  the  singular — as,  "  The  Provincial 
Bank  allows  interest  at  the  rate  of  two  per  cent."  "  The 
bank  draws  bills  upon  London  at  twenty-one  days  after 
date."  "  The  bank  discounts  bills  at  the  rate  of  four  per 
cent."  "  The  bank  issues  notes  payable  in  gold  at  the  place 
of  issue."  "  The  London  and  Westminster  grants  interest 
upon  deposits — it  does  not  allow  its  officers  to  receive 
Christmas  presents  from  its  customers."  In  reference  to 
cases  that  fall  under  this  rule,  there  is,  however,  some  con- 
trariety of  practice :  "  Bo  the  Provincial  Bank  issue  post 
bills  ?  They  do  not."  "  Have  the  Bank  of  Ireland  at 
their  branch  at  Cork  been  in  the  habit  of  receiving  gold  to 
any  amount  in  payments  ?  "  "  Have  the  Bank  of  Ireland 
any  deposits  at  the  Cork  branch  ?  Do  you  know  how  their 
notes  get  into  circulation  ?     Do  theij  pay  any  interest  on 

Q 
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their  deposits  ?     They  have  a  great  quantity  of  ni»tes  iii 
circulation — have  they  not  ?  " 

4.  When  the  word  bank  is  connected  with  a  past  parti- 
ciple by  means  of  the  neuter  verb  to  he,  it  usually  belongs 
to  the  singular — as,  "  I  am  a  director  of  the  Bank  of  Scot- 
land, which  is  estahlished  by  Act  of  Parliament ;  it  does  not 
hold  a  charter  from  the  Crown,  but  in  common  language  it 
is  called  a  chartered  bank."  "  Suppose  a  bank  was  enabled 
to  take  6  per  cent,  on  a  cash  credit,  instead  of  4."  "  The 
Falkirk  Union  Banking  Company  has  been  returned  to 
this  house,  as  sequestrated  in  the  month  of  October, 
1816."  "A  new  bank  was  constituted  as  a  fund,  upon 
which  the  sum  of  d£2, 5 64,000  should  be  raised,  and  it, 
was  called  the  Land  Bank,  because  established  on  land 
securities." 

5.  When  the  word  bank  is  preceded  by  the  indefinite 
article,  a,  an — by  the  demonstrative  pronoun,  this,  that — 
or  by  the  words  each,  any,  every,  one — it  belongs  to  the 
singular ;  as,  "  Do  you  not  think  that  a  bank  that  is  pos- 
sessed of  a  capital  of  one  million,  may  and  will  do  more 
business  than  a  bank  that  is  only  possessed  of  half  a  mil- 
lion ?  "  "  In  a  moment  of  pressure,  an  emergency  like  the 
present,  that  bank  would  get  into  great  disrepute  who 
called  up  any  one  of  its  cash  credits."  "  What  is  the 
amount  of  the  small  note  circulation  in  that  bank,  as  con- 
nected with  its  whole  circulation  ?  "  "  Each  bank  has  an 
interest  to  issue  as  much  of  the  small  note  circulation  as  it 
can? — Certainly  it  has,  provided  the  small  notes  can  be 
Kept  out;  but,  as  eve^-y  hsLuk  makes  an  exchange  at  Glasgow 
tAvice  every  week,  and  the  exchanges  of  each  bank  come 
back  upon  itself,  and  the  balance  is  paid  by  a  draft  on 
Edinburgh  at  sight,"  &c.  "  I  believe  almost  every  bank  in 
Scotland  has  an  agent  in  Glasgow."  "  Suppose  one  bank 
in  Scotland  made  its  notes  payable  in  Scotland,  at  the 
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place  where  the  notes  were  issued."     "  Is  there  a7iy  bank 
in  Cork  now  that  issues  notes  ?  " 

6.  When  the  word  bank  is  introduced  in  either  the 
singular  or  the  plural  number,  the  same  number  should 
be  preserved  throughout  the  sentence.  Hence,  the  fol- 
lowing sentence  of  Smollett's  is  inaccurate  :  "  By  the  same 
Acts  the  bank  was  required  to  advance  a  sum  not  exceed- 
ing d£2, 500,000  towards  discharging  the  national  debt,  if 
wanted,  on  condition  that  they  should  have  =£5  per  cent,  for 
as  much  as  tliey  might  advance,  redeemed  by  Parliament." 

7.  When  the  word  bank  is  used  in  the  singular  number, 
it  is  considered  as  a  substantive  of  the  neuter  gender,  and 
hence  is  associated  with  the  relative  pronoun,  which ;  but 
when  used  in  the  plural  number,  it  implies  the  idea  cf 
persons,  and  has  accordingly  the  personal  relative,  who; 
as,  "  The  Bank  with  ivkich  he  kept  his  account  has 
stopped  payment ; "  or,  "  The  bank  with  whom  he  kept 
his  account  have  stopped  payment."  "  The  bank,  whose 
interests  are  affected  by  the  proposed  measure,  have 
petitioned  against  it."  The  bank  upon  whom  the  cheque 
was  drawn  have  refused  to  honour  it."  The  following 
sentence  is  not  in  accordance  with  this  rule:  "In  a 
moment  of  pressure,  an  emergency  like  the  present,  that 
bank  would  get  into  great  disrepute  who  called  up  any  of 
its  cash  credits." 

I  have  not  observed  that  any  English  writer,  except  Mr. 
McCulloch,  considered  a  bank  to  be  a  lady  ;  and  this  is 
only  in  the  case  of  an  Irish  bank.  Under  the  article 
"Banking,"  in  his  Commercial  Dictionary,  he  says,  "The 
Bank  of  Ireland  draws  on  London,  at  twenty  days'  date. 
She  neither  grants  cash  credits,  nor  allows  any  interest  on 
deposits  ;  she  discounts  at  the  rate  of  £5  per  cent."  This 
mode  of  expression  is,  however,  very  common  with 
American  writers. 


228  THE    HISTORY,    PRINCIPLES,    AND 

II.  Should  we  write  accepter  ov  accejytor  of  a  bill  of 
exchange  ?  The  name  of  the  agent  to  any  verb  is  usually 
formed,  in  our  language,  by  the  addition  of  r  or  er  to  the 
verb  ;  as,  indorser,  talker,  walker,  speaker.  What  reason, 
then,  can  be  assigned  why,  in  the  present  case,  we  should 
depart  from  the  analogy  of  the  language  ?  We  do  not 
say,  the  drawor,  the  holdor,  the  payor  of  a  bill ;  why  then 
should  we  say  the  acceptor  ?  When  we  speak  of  the  ac- 
cepter of  a  bill,  why  should  we  not  spell  the  word  in  the 
same  way  as  when  we  speak  of  the  accepter  of  a  present, 
or  of  a  fee  ?  Yet  all  our  English  legal  authors  write, 
acceptor  :  "  A  person  who  accepts  for  honour,  is  only  liable 
if  the  original  drawee  do  not  pay  ;  and  to  charge  such 
acceptor,  there  must  be  a  presentment  for  payment  to  such 
original  drawee." — Bayley.  "  A  foreign  bill  is  binding  in 
this  country  on  the  acceptor,  though  he  accepted  by  parol, 
or  by  writing  unconnected  with  the  instrument." — Chitty. 
"  Where  the  acceptor  of  a  forged  bill  pays  it,  and  is  guilty 
of  any  negligence,  or  want  of  due  caution  in  making  such 
payment,  he  cannot  recover  the  money  so  paid,  from  the 
innocent  party  to  whom  he  paid  it." — Boscoe.  Scotch 
authors,  however,  Avi'ite  accepter.  "  An  English  inland 
bill  has  generally  three  parties  to  it — the  drawer,  accepter, 
and  payee  ;  whereas,  in  Scotland,  most  of  the  inland  bills 
have,  at  first,  but  two  parties,  the  drawer  and  the  accepter ; 
and  they  are  made  payable  to  the  drawer  or  his  order."  ' 

III.  Sliould  we  write  indorse  or  endorse?  Indorse  ia 
derived  direct  from  the  Latin,  in  dorsum,  on  the  back. 
Endorse  is  derived  from  the  Latin,  through  the  French, 
endosser.  In  such  cases,  most  writers  adopt  the  Latin 
mode  of  spelling,  in  preference  to  the  French,  as  indorse, 
inq^dre,  intire ;  not  endorse,  enquire,  entire.  All  legal 
authors  write  indorse.     "  A  promise  to  indorse,  though  on 

'  See  Glen  on  the  Law  of  Bills  of  Exchange  in  Scotland. 
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sufficient  consideration,  cannot  be  treated  as  an  actual  in- 
dorsement."— Bayley.  "  The  liability  of  the  indorser  is 
discharged  by  want  of  notice,  as  in  the  case  of  the  drawer." 
— Boscoe.  "  A  person  who  draws  or  indorses  a  bill,  or 
indorses  a  note  for  the  accommodation  of  the  acceptor  or 
maker,  or  payee,  or  prior  indorsers,  has  on  paying  the 
instrument,  a  remedy  over  thereon  against  the  acceptor  or 
maker,  or  prior  party." — Chitty.  "  A  drawer  or  indorser 
cannot,  in  the  character  of  indorsee,  maintain  an  action 
against  the  accepter,  where  the  indorsement  is  after  the 
refusal  of  papnent." — Glen. 

IV.  Should  we  say  indorsement  or  indorsation?  In 
England  we  always  use  the  word  indorsement.  "  No  par- 
ticular words  are  essential  to  an  indorsement ;  the  mere 
signature  of  the  indorser  is,  in  general,  sufficient." — 
Bayley.  "  The  indorsement  may  be  upon  the  face,  or  at 
the  back  of  the  bill." — Cliitty.  "  An  attesting  witness  to 
an  indorsement  is  necessary,  when  the  bill  is  for  a  less  sum 
than  dB5." — Cliitty.  In  Scotland  the  term  more  generally 
used  is  indorsation.  "  If  a  bill  or  note  be  granted  to  a 
woman  while  single,  and  she  afterwards  marry,  the  right 
to  transfer  it  by  indorsation  would  vest  in  the  husband." 
"  After  a  bill  has  been  paid  no  indorsation  cau  take  place, 
so  as  to  affect  the  accepter,  or  any  of  the  parties  who 
would  otherwise  be  discharged." — Glen.  The  word  in- 
dorsement is  also  used  in  Scotland,  though  more  rarely. 
Both  words  appear  to  have  precisely  the  same  meaning. 
"  An  indorsation  is  made,  either  by  the  indorser's  writing, 
and  subscribing  an  order  to  pay  the  contents  of  the  bill 
to  some  pai'ticular  person  mentioned  by  name,  which  is 
styled  a  full  iiidorsement,  or  by  merely  signing  his  name 
on  the  bill,  and  delivering  it  to  the  indorsee,  or  person  to 
whom  it  is  indorsed,  which  is  termed  a  blank  indorsation." 
— Gle7i.     "  A  fictitious  indorsement  to  a  bill  is  a  forgery ; 
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sucli  indorsation   is   clearly  giving  it   a  false  credit." — 
Glen. 

V.  Should  we  say  the  presentment  or  the  presentation  of 
a  bill  of  exchange?  All  writers  agree  in  using  present- 
ment. "  If  upon  the  presentment  of  the  hill  for  acceptance 
to  the  drawee,  he  refuse  or  neglect  to  accept  it,  the  drawer 
is  immediately  responsible  to  the  holder,  although  the 
bill  has  not  become  due  according  to  its  tenor." — Chittij. 
"  If  the  bill  be  payable  after  sight,  and  the  drawee  detain 
it  some  days  without  declaring  his  intention  to  accept, 
and  afterwards  incline  to  do  so,  the  acceptance  must  be 
from  the  date  of  the  ^rst p)resentment.^' — Glen.  ''Present- 
ment for  payment  must  be  made  by  the  holder  of  the  bill, 
or  by  an  agent  competent  to  give  a  legal  receipt  for  the 
money." — Glen.  "  Upon  a  presentment  for  acceptance,  the 
bill  should  be  left  with  the  drawee  twenty-four  hours, 
unless  in  the  interim  he  either  accept,  or  declare  a  reso- 
lution not  to  accept.  But  a  bill  or  note  must  not  be  left 
(unless  it  be  paid)  on  a  presentment  for  payment ;  if  it  be, 
t\iQ  presentment  is  not  considered  as  made,  until  the  money 
is  called  for." — Bayley. 

VI.  Should  we  write  draught  or  draft  ?  This  word  is 
derived  from  the  verb  to  drato,  and  probably  was  originally 
written  and  pronounced  drawglit.  But  custom,  which  is 
the  law  of  language,  has  changed  both  the  pronunciation 
and  the  spelling  to  draft.  In  the  former  editions  of  this 
work,  I  mentioned  that  Mr.  Justice  Bayley  had  always 
spelled  this  word  draught ;  but  in  a  recent  edition  of  his 
work,  since  published,  I  find  that  draught  has  been  changed 
to  draft. 

VII.  Should  we  write  chech  or  cheque?  This  word  is 
derived  from  the  French,  echecs,  chess.  The  chequers 
placed  at  the  doors  of  public-houses,  are  intended  to 
represent  chess-boards,   and  originally  denoted  that  the 


PRACTICE    OF    BANKING.  231 

game  of  chess  was  played  in  those  houses.  Similar  tables 
were  employed  in  reckoning  money,  and  hence  came  the 
expression — to  check  an  account ;  and  the  Government 
Office,  where  the  public  accounts  were  kept,  was  called 
the  Exchequer.  It  probably  obtained  this  name  from  the 
French  exchiquier,  a  chess-board,  though  Blackstone 
states  that  this  court  was  called  the  exchequer,  from  the 
chequered  cloth  which  covered  the  table.  Of  the  two 
foi-ms  of  writing  this  word,  checJc  and  cheqtie,  the  latter 
seems  preferable,  as  it  is  free  from  ambiguity,  and  is 
analogous  to  ex-chequer,  the  public  treasury.  It  is  also 
used  by  the  Bank  of  England,  "  cheque-office."  In 
Bayley  both  forms  are  employed.  "  A  cheque  upon  a 
banker  was  lost,  and  paid  to  a  stranger  the  day  before  it 
bore  date  :  the  banker  was  obliged  to  repay  the  money  to 
the  loser."  "  By  the  usage  of  trade,  a  banker  in  London 
will  not  render  himself  responsible  by  retaining  a  check 
drawn  on  him,  provided  he  return  it  at  any  time  before 
five  o'clock  on  the  evening  of  the  day  in  which  it  was 
drawn." 
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SECTION  XVIII. 

THE    GENERAL    ADMINISTRATION    OF   A   BANK. 

nr^'O  be  a  good  banker  requires  some  intellectual  and 
some  moral  qualifications.  A  banker  need  not  be  a 
man  of  talent,  but  he  should  be  a  man  of  wisdom.  Talent, 
in  the  sense  in  which  the  word  is  ordinarily  used,  implies 
a  strong  development  of  some  one  faculty  of  the  mind. 
Wisdom  implies  the  due  proportion  of  all  the  faculties. 
A  banker  need  not  be  a  poet  or  a  philosopher — a  man  of 
science  or  of  literature — an  orator  or  a  statesman.  He 
need  not  possess  any  one  remarkable  quality  by  which  he 
may  be  distinguished  from  the  rest  of  mankind.  It  is 
only  necessary  that  he  should  possess  a  large  portion  of 
that  practical  quality  which  is  called  common  sense. 
Banking  talent  (using  the  word  talent  here  in  the  sense  of 
adaptation  of  character  to  any  particular  pursuit)  consists 
more  in  the  union  of  a  number  of  qualities,  not  in  them- 
selves individually  of  a  striking  character,  but  rare  only 
in  their  combination  in  the  same  person.  It  is  a  mistake 
to  suppose  that  banking  is  such  a  routine  employment 
that  it  requires  neither  knowledge  nor  skill.  The  number 
of  banks  that  have  failed  within  the  last  fifty  years  are 
sufiicient  to  show,  that  to  be  a  good  banker  requires 
qualities  as  rare  and  as  important  as  those  which  are 
necessary  to  attain  eminence  in  any  other  pursuit.  The 
dealer  in  money  exercises  intellectual  faculties  of  a  high 
order,  and  of  great  value  to  the  community.     Hie  pro- 
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fession  has  a  powerful  bearing  on  the  practical  happiness 
of  mankind. 

"  The  philosophy  which  affects  to  teach  us  a  contempt 
of  money,  does  not  run  very  deep  ;  for,  indeed,  it  ought  to 
be  still  more  clear  to  the  philosopher  than  it  is  to  the  ordi- 
nary man,  that  there  are  few  things  in  the  world  of  greater 
importance.  And  so  manifold  are  the  bearings  of  money 
upon  the  lives  and  characters  of  mankind,  that  an  insight 
which  should  search  out  the  life  of  a  man  in  his  pecuniary 
relations,  would  penetrate  into  almost  every  cranny  of  his 
nature.  He  who  knows,  like  St.  Paul,  both  how  to  spare 
and  how  to  abound,  has  a  great  knowledge :  for  if  we  take 
accoimt  of  all  the  virtues  with  which  money  is  mixed  up — 
honesty,  justice,  generosity,  charity,  frugality,  f oi-ethought, 
self-sacrifice, — and  of  their  coi-relative  vices — it  is  a  know- 
ledge which  goes  near  to  cover  the  length  and  breadth  of 
humanity :  and  a  right  measure  and  manner  in  getting, 
saving,  spending,  giving,  taking,  lending,  borrowing,  and 
bequeathing,  would  almost  argue  a  perfect  man."  * 

But  though  wisdom — or,  in  other  words,  a  high  degree 
of  common  sense — does  not  imply  the  possession  of  any 
remarkable  talent  (the  undue  development  of  any  one 
faculty),  it  always  implies  the  absence  of  any  remarkable 
defect.  One  great  defect  in  a  banker  is  a  want  of  decision. 
A  banker  ought  to  know  how  to  balance  the  evidence  on 
each  side  of  a  question,  and  to  arrive  speedily  at  a  just 
conclusion. 

"  Indecisiveness  will  be,  cceteris  paribus,  most  pernicious 
in  affairs  which  require  secrecy.  1st,  Because  the  greatest 
aid  to  secrecy  is  celerity.  2nd,  Because  the  undecided 
man,  seeking  after  various  counsel,  necessarily  multiplies 
confidences.  The  pretext  for  indecisiveness  is  commonly 
mature  deliberation ;  but,  in  reality,  indecisive  men  occupy 
'  Notes  from  Life  :  in  six  Essays.     By  Henry  Taylor. 
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themselves  less  in  deliberation  than  others  ;  for  to  him 
who  fears  to  decide,  deliberation  (which  has  a  foretaste  of 
that  fear)  soon  becomes  intolerably  irksome,  and  the  mind 
escapes  from  the  anxiety  of  it  into  alien  themes.  Or,  if 
that  seems  too  open  a  dereliction  of  its  task,  it  gives  itself 
to  inventing  reasons  of  postponement.  And  the  man  who 
has  confirmed  habits  of  indecisiveness,  will  come  in  time 
to  look  upon  postponement  as  the  first  object  in  all  cases, 
and  wherever  it  seems  to  be  practicable,  will  bend  all  his 
faculties  to  accomplish  it."^ 

Another  defect  is  a  want  of  firmness.  A  banker  having, 
after  a  mature  consideration,  made  up  his  mind,  should  be 
capable  of  a  strict  adherence  to  his  previous  determination : 
he  should  know  when  to  say.  No ;  and  having  once  said 
No,  he  should  adhere  to  it.  Another  defect  is  a  hasty  or 
impetuous  temper.  Another  is  that  of  being  swayed  by 
any  personal  or  constitutional  prepossession.  Almost 
every  man  has  a  sin  by  which  he  is  most  easily  beset ;  a 
constitutional  defect,  against  which  it  is  necessary  he 
should  be  upon  his  guard. 

It  is  a  great  advantage  to  a  banker,  and  indeed  to  every 
one  else,  to  know  himself.  He  should  know  wherein  he 
excels,  and  wherein  he  is  deficient.  He  ought  to  know 
whether  he  is  disposed  from  his  temperament  to  be  exces- 
sively cautious,  or  excessively  liberal — whether  his  manners 
are  courteous  or  abrupt — whether  he  is  apt  to  view  matters 
on  their  gloomy  or  on  their  bright  side — whether  social 
intercourse  renders  him  more  or  less  fit  for  his  ofl&cial  en- 
gagements— whether  the  presents  and  civilities  he  receives 
from  his  customers  do,  or  do  not,  affect  his  transactions 
with  them  in  matters  of  business.  When  he  has  made  a 
loss,  he  should  examine  whether  the  loss  was  occasioned  by 

'  Taylors  Statesman. — I  would  advise  all  bankers,  and  all  other  per- 
sons at  the  head  of  large  establishments,  to  read  this  little  work. 
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the  ordinary  operation  of  events,  or  produced  by  any  little 
weaknesses  of  Ms  own  character.  He  should  record  all 
those  instances  in  which  he  has  shown  a  want  of  firmness, 
of  discretion,  of  discrimination,  or  of  perseverance ;  and 
should  guard  in  future  against  the  exhibition  of  any  similar 
defect : 

"  Man,  know  thyself;  all  wisdom  centres  there." 

But  while  a  banker  should  make  himself  acquainted  with 
his  own  defects,  he  ought  not  to  let  his  customers  become 
acquainted  with  them.  All  wise  men  know  their  own 
defects ;  none  but  fools  publish  them.  Crafty  men,  who 
often  have  occasion  to  borrow  money,  are  quick  in  perceiving 
the  weaknesses  of  their  banker.  And  if  they  find  that  by 
coaxing,  or  flattering,  or  gossiping,  or  bribing,  or  threaten- 
ing, they  can  influence  his  conduct,  he  will  always  be  at 
their  mercy.  On  this  account  it  is,  perhaps,  advisable  that 
a  banker  should  not  have  too  much  social  intercourse  with 
those  of  his  customers  who  have  occasion  to  ask  him  for 
any  large  amount  of  accommodation. 

Wisdom  implies  prudence  and  discretion,  and  these 
should  regulate  the  whole  conduct  of  a  banker,  not  merely 
when  engaged  in  banking  transactions,  but  at  all  other 
times.  We  may  apply  to  a  banker  the  language  we  have 
elsewhere  applied  to  a  merchant : 

"  The  amusements  of  a  merchant  should  correspond 
with  his  character.  He  should  never  engage  in  those  re- 
creations which  partake  of  the  nature  of  gambling,  and 
but  seldom  in  those  of  a  frivolous  description.  A  judge  is 
not  always  on  the  bench,  a  clergyman  is  not  always  in  the 
pulpit,  Dor  is  a  mei'chant  always  on  'Change  ;  but  each  is 
expected  at  all  times  to  abstain  from  any  amusements 
which  are  not  consistent  with  his  professional  character. 
The  credit  of  a  merchant  depends  not  merely  on  his  wealth, 
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but  also  upon  the  opinion  generally  entertained  of  his 
personal  qualities ;  and  he  should  cultivate  a  reputation 
for  prudence  and  propriety  of  conduct,  as  part  of  his  stock 
in  trade."  ^ 

A  banker  should  have  a  talent  for  selecting  suitable  in- 
struments. He  ought  not  only  to  know  himself,  he  ought 
also  to  have  a  capacity  for  judging  of  others.  He  should 
know  how  to  choose  proper  clerks  for  the  discharge  of  the 
duties  of  the  office.  He  should  know  also  what  parties  to 
employ  to  procure  him  confidential  information  as  to  the 
character  and  circumstances  of  commercial  houses,  or  of 
individuals.  He  should  know  how  to  choose  bis  partners 
or  coadjutors,  and  should  endeavour  to  select  those  who 
possess  qualifications  in  which  he  is  himself  deficient.  In 
all  cases  when  he  has  any  object  to  effect  he  shoxild  know 
now  to  make  use  of  other  men.  We  may  here,  as  in  some 
other  cases,  apply  to  a  banker  the  observations  Mr.  Taylor 
applies  to  a  statesman  : 

"  The  most  important  qualification  of  one  who  is  high  in 
the  service  of  the  State,  is  his  fitness  for  acting  through 
others,  since  the  operations  vicariously  effected  ought,  if 
he  knows  how  to  make  use  of  his  power,  to  predominate 
greatly  over  the  importance  which  can  attach  to  any  man's 
direct  and  individual  activity."  ^ 

A  neglect  of  this  rule  has  occurred  in  the  history  of  some 
joint-stock  banks,  where  the  manager  has  impaired  his  own 
health,  and  damaged  his  bank,  by  taking  upon  himself  a 
vast  variety  of  duties  wliich  should  have  been  assigned  to 
others ;  forgetful  that  in  large  establishments  the  chief 
officer  should  confine  his  personal  attention  to  those  duties 
which  are  intellectual,  or  which  are  of  the  chief  importance ; 

'  Lectures  on  tlie  History  and  Principles  of  Ancient  Commerce.  By 
J.  W.  Gilbart. 

*  Taylor's  Statesman. 


PRACTICE    OF    BANKING.  237 

ivliile  the  duties  which  are  of  a  mere  manual,  or  less  im- 
portant character,  should  be  performed  through  the  instru- 
.nentality  of  assistants. 

A  banker  should  know  how  to  economize  his  own  time. 
One  mode  of  doing  this  will  be,  as  we  have  intimated,  to 
assign  inferior  duties  to  others.  His  accountant  should 
keep  his  books,  and  make  his  calculations.  His  secretary 
should  write  his  letters  (except  those  of  a  private  or  con- 
fidential nature),  and  he  should  only  sign  them.  His  chief 
clerk  should  attend  to  the  discipline  of  the  office.  A  banker 
at  the  head  of  a  large  establishment  should  not  only  be 
acquainted  with  the  art  of  banking — he  ought  also  to  be 
acquainted  with  the  art  of  government.  He  ought  to  put 
a  clever  man  at  the  head  of  each  department,  and  reserve 
to  himself  only  the  duty  of  genei'al  superintendence.  He 
should  give  these  parties  a  pretty  wide  discretion,  and  not 
encourage  them  to  ask  his  instructions  about  matters  of 
comparatively  trifling  importance.  If  he  does  this,  they 
will  never  learn  to  think  for  themselves, — never  feel  that 
wholesome  anxiety  which  results  from  a  sense  of  responsi- 
bility,— and  never  acquire  that  decision  of  mind  which 
arises  from  the  necessity  of  forming  an  independent  judg- 
ment. Consequently,  they  will  be  less  useful  to  him  in 
their  present  position,  and  never  become  qualified  for 
higher  offices. 

Another  mode  of  economizing  time  is  to  observe  a  prin- 
ciple of  order.  A  banker  should  come  to  the  bank  every 
day  at  the  same  hour ;  attend  to  his  affairs,  one  by  one,  in 
the  sa.me  order,  and  leave  the  bank  at  his  usual  time.  By 
observing  this  routine,  he  will  not  only  save  much  time, 
but  he  will  avoid  tumultuous  feelings,  and  maintain  a  calm- 
ness of  mind  and  of  manner,  that  will  be  useful  in  all  his 
affairs.  He  will  also  acquire  from  habit  a  coolness  of  in- 
vestigation, and  a  promptness  of  decision  ;  and  he  will  get 
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tlirough  a  great  deal  of  work  -without  ever  appearing  to  be 
in  a  hurry. 

Another  mode  of  economizing  time  is,  to  make  his  inter- 
views with  his  customers,  or  with  other  parties,  as  short 
as  he  can.  He  should  not  encourage  conversation  upon 
any  other  topic  than  that  which  is  the  occasion  of  the 
interview.  He  had  better  receive  his  customers  standing  ; 
as  in  that  case  they  will  stand  too,  and  are  not  likely  to 
remain  so  long  as  if  they  were  to  sit  down.  And  the 
furniture  of  the  room  should  be  so  arranged  that  the  cus- 
tomer, if  he  sit  down,  should  sit  near  the  door,  so  that  he 
may  depart  whenever  disposed.  He  is  not  likely  to  remain 
so  long  as  if  seated  comfortably  by  the  fire- side.  It  is 
also  desirable  that  his  room  should  be  so  placed,  with 
reference  to  the  other  parts  of  the  building,  that  while  it 
has  one  door  open  to  the  public,  it  should  have  another 
door  opening  into  the  of&ce ;  so  that  he  may  easily  pass 
into  the  office,  to  ascertain  the  state  of  a  customer's 
account,  or  to  consult  with  himself  or  another  person,  in 
doubtful  cases,  as  to  the  cuiu'se  to  be  adopted.  It  is  not 
advisable  that  the  customer  who  applies,  for  instance,  to 
have  a  heavy  bill  discounted,  should  witness  the  hesitation 
or  the  deliberation  of  the  banker.  Hence  it  is  better, 
when  it  can  be  done,  to  establish  the  practice  of  the  cus- 
tomer giving  the  bills  to  a  clerk,  who  shall  bring  them 
into  the  banker's  room,  and  take  back  his  reply. 

A  banker  will  take  means  for  obtaining  and  recording 
information.  He  should  not,  as  we  have  said,  keep  any 
books  himself.  But  he  ought  always  to  have  in  his  room, 
ready  for  immediate  reference,  if  necessary,  "  the  General 
Balance  Book,"  containing  the  weekly  balances  of  the 
general  ledger,  which  will  show  the  weekly  progress  of 
his  business  for  several  years  past, — "  the  Daily  Balance 
Book,"  showing  the  daily  balance  to  the  credit  of  each  of 
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his  customers  in  the  current-account  ledger, — "  the  Weekly 
Discount  Balance  Book,"  showing  the  amount  of  discounts, 
loans,  or  other  advances  which  each  customer  has  ever/ 
Saturday  night, — "the  Inspection  Book,"  showing  the 
amount  of  bills  bearing  the  names  of  houses  who  do  not 
keep  an  account  with  him, — "the  Information  Book,"  con- 
taining the  character  of  all  the  houBes  about  whom  he  has 
had  occasion  to  make  inquiries, — and,  finally,  "  a  Private 
Memorandum  Book,"  in  which  is  entered  any  special  agree- 
ments that  he  has  made  with  his  customers.  It  is  also 
useful  to  a  banker  to  have  a  list  of  his  customers,  classified 
according  to  their  trades  or  professions — such  as  com 
merchants,  leather  factors,  grocers,  solicitors,  &c.,&c.  The 
banker  would  thus  see  at  a  glance  among  what  classes  of 
society  his  connections  lie.  When  any  public  event  was 
likely  to  affect  any  class — such,  for  instance,  as  the  corn 
merchants — he  would  see  how  many  of  his  customers  are 
likely  to  be  affected.  By  thus,  too,  bearing  in  mind  the 
trade  or  profession  of  his  customers,  he  would  be  able  to 
judge  more  readily  whether  the  bills  they  brought  him  for 
discount  had  arisen  out  of  their  business  transactions. 

Of  these  books,  one  of  the  most  important  is  the  "  In- 
formation Book."  '  There  is  no  doubt  that  a  banker  of 
great  experience,  and  of  a  strong  memory,  may  always 
bear  in  his  mind  a  very  correct  estimate  of  the  standing 
and  character  of  all  the  houses  that  usually  come  under 
bis  notice.  But  this  does  not  supersede  the  necessity  for 
recording  his  information  in  a  book.  His  memory  may 
fail,  and  that  too  on  important  occasions ;  and  certainly 

'  It  is  now  the  almost  universal  practice  in  London  to  record  the  in- 
formation obtained,  on  cards,  instead  of  in  an  "  Information  Book."  The 
cards  are  arranged  alphabetically  in  drawers,  and  the  information  on 
each  can  be  added  to  from  time  to  time  much  more  readily,  and  is  more 
B''cessil)le,  than  if  recorded  in  a  book. 
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if  he  leave  the  bank  for  a  short  time,  as  he  must  some- 
times have  occasion  to  do,  he  will  carry  his  memory  with 
him.  But  if  the  "  Information  Book  "  be  closely  kept  up, 
he  will  record  his  knowledge  for  the  use  of  those  who  will 
have  to  take  his  place.  It  is  no  valid  objection  to  the 
keeping  of  such  a  book  to  say  that  the  position  of  houses 
is  perpetually  changing.  Those  changes  should  be  recorded, 
so  that  their  actual  standing  should  always  be  readily 
referred  to.  If  a  banker  is  requested  by  a  customer  to 
make  inquiry  about  a  house,  he  should  record  the  infor- 
mation he  gets  for  his  own  guidance,  in  case  any  bills  on 
that  house  should  afterwards  be  offered  him  for  discount. 

A  banker  will  get  information  about  parties  from  inquiry 
at  their  bankers,  as  we  have  mentioned  at  page  219.  This 
information  may  be  defective  in  two  ways.  In  the  first 
place,  their  banker  may  judge  of  them  from  the  account 
they  keep — that  is,  from  the  balance  to  their  credit — and 
thus  he  may  give  too  good  an  account  of  them.  Or, 
secondly,  their  banker  may  have  an  interest  in  keeping  up 
their  credit,  and  under  this  bias  he  may  not  give  them  so 
bad  a  character  as  they  actually  deserve.  Another  source 
of  information  is  from  parties  in  the  same  trade.  Houses 
in  the  same  trade  know  pretty  well  the  standing  of  one 
another.  Wholesale  houses  are  well  acquainted  with  the 
retail  shopkeepers  who  buy  of  them.  Most  bankers  have 
among  their  own  customers  some  houses  in  almost  every 
trade,  who  can  give  them  any  information  respecting  other 
houses  which  they  may  require.  The  bills  that  pass 
through  his  hands  will  also  often  give  him  some  useful 
hints  respecting  the  parties  whose  names  are  upon  them. 

It  is  of  great  importance  to  a  banker  to  have  an  ample 
knowledge  of  the  means  and  transactions  of  his  customers. 
The  customer,  when  he  opens  his  account,  will  give  him 
some  information  on  this  subject.     The  banker  will  after- 
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wards  get  information  from  his  own  books.  The  amount 
of  transactions  that  his  customer  passes  through  nis  cur- 
rent account  will  show  the  extent  of  his  business.  The 
amount  of  his  daily  balance  will  show  if  he  has  much 
ready  cash.  The  extent  and  character  of  the  bills  he 
offers  for  discount,  will  show  if  he  trusts  large  amounts  to 
individual  houses,  and  if  these  are  respectable.  On  the 
other  hand,  the  bills  his  customer  may  accept  to  other 
parties,  and  his  payments,  will  show  the  class  of  people 
with  whom  he  deals,  or  who  are  in  the  habit  of  giving 
him  credit.  But  one  main  source  of  information  is  to 
see  the  man.  This,  like  other  means  of  information,  will 
sometimes  fail ;  but,  generally  speaking,  the  appearance 
and  manners  of  a  man  will  show  his  character.  Some 
people  always  send  their  clerk  to  the  banker  with  bills  for 
discount,  &c.  This  is  all  very  well  if  they  want  no  extra- 
ordinary accommodation  ;  but  if  they  ask  for  anything 
out  of  the  usual  way,  the  banker  had  better  say  that  he 
wishes  to  see  the  principal.  And  if  he  had  a  doubt 
whether  his  customer  was  trioky  or  honest — speculative 
or  prudent — let  him  be  guided  by  his  first  impression — we 
mean  the  impression  produced  by  the  first  interview.  In 
nine  cases  out  of  ten  the  first  impression  will  be  found 
to  be  correct.  It  is  not  necessary  to  study  physiognomy 
or  phrenology  to  be  able  to  judge  of  the  character  of  men 
with  whom  we  converse  upon  matters  of  business. 

A  country  banker  has  greater  facilities  than  a  London 
banker  of  ascertaining  the  character  and  circumstances  of 
other  parties.  In  a  co\intry  town  everything  is  known 
about  everybody ;  a  man's  parentage  and  connections — 
his  family  and  associates — the  property  he  has  alreadv 
received,  and  what  he  may  expect  to  receive  from  his 
relations — and,  above  all,  his  personal  habits  and  die- 
position.    Upon  the  last  point,  we  will  make  a  short  extract 
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from  an  excellent  series  of  "  Letters  to  a  Branch  Manager,*' 
published  in  the  "  Banker's  Magazine,"  under  the  signa- 
ture of  "  Thomas  Bullion." 

"  Next  in  importance  to  a  study  of  his  accounts,  the 
habits  and  character  of  a  client  are  deserving  of  your 
attentive  consideration.  If  a  man's  style  of  living,  for 
example,  becomes  extravagant,  and  he  gives  himself  over 
to  excess,  you  cannot  too  promptly  apply  the  curb,  how- 
ever regular  the  transactions  upon  his  account  may  seem ; 
because  years  may  elapse  before  mere  irregularity  of  living 
will  make  any  impression  on  his  banking  account ;  whereas 
irregularity  in  business  will  exhibit  itself  immediately, 
and  for  this  reason, — that  whereas  improvident  habits  of 
living  involve  a  continuous  waste  in  small  sums,  spreading 
over  tolerably  long  periods,  improvidence  in  business  may 
involve  in  one  fell  swoop  the  loss  perhaps  of  thousands. 
I  hold,  then,  that  you  are  not  warranted  in  all  cases  in 
feeling  satisfied  of  a  man's  perfect  responsibility  until  his 
banking  account  exhibits  indubitable  evidence  to  the 
contrary." 

A  banker  should  always  have  general  principles ;  that 
is,  he  should  have  fixed  rules  for  the  government  of  his 
bank.  He  should  know  beforehand  whether  he  will  or 
will  not  advance  money  on  mortgage,  or  upon  deeds,  or 
upon  bills  of  lading,  or  warrants  ;  or  whether  he  will  dis- 
count bills  based  upon  un-commercial  transactions,  or 
having  more'^than  three  months  to  run.  These  are  only  a 
few  of  the  cases  in  which  a  banker  will  find  it  useful  to 
store  his  mind  with  general  principles. 

One  advantage  of  this  adoption  of  general  principles  is, 
that  it  saves  time.  If  a  banker  can  say,  in  reply  to  a 
customer,  "  It  is  contrary  to  the  rules  of  our  bank  to  ad- 
vance money  upon  bills  of  lading,"  the  reply  is  conclusive. 
But  if  he  had  not  previously  adopted  any  rule  upon  the 
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subject,  the  reply  would  have  taken  up  much  more  time. 
Another  advantage  is,  that  it  gives  decision  of  mind,  and 
saves  the  banker  from  being  "  talked  over  "  by  any  of  his 
customers  who  may  possess  fluency  of  speech,  or  dexterity 
in  debate.  In  this  case,  the  banker  whose  mind  is  stored 
with  general  principles,  though  he  may  listen  patiently  to 
all  his  customer  shall  advance,  will  give  the  same  reply 
which  he  would  have  given  had  the  application  been  made 
in  fewer  words. 

But  although  a  banker  ought  to  have  a  large  stock  of 
general  principles — and  this  stock  will  increase  as  his 
experience  increases — yet  it  may  not  be  always  wise  to 
explain  these  principles  to  his  customer.  It  is  generally 
best,  when  a  banker  gives  a  refusal,  to  give  no  reasons  for 
that  refusal.  Banking  science  is  so  little  understood, 
that  the  public  generally  are  imable  to  appreciate  its  prin- 
ciples. Besides,  a  man  who  wants  to  borrow  money  can 
never  be  convinced  by  reasoning  that  his  banker  is  right 
in  refusing  to  lend  it  to  him  ;  nor,  in  fact,  did  the  banker 
himself  acquire  his  knowledge  of  banking  by  reasoning. 
He  acquired  it  not  by  reasoning,  but  by  experience  ;  and 
lie  must  not  expect  that  his  customers,  who  have  had  no 
experience,  will,  by  reasoning  alone,  readily  acquiesce  in 
the  banking  principles  he  may  propound  to  them.  In  most 
cases,  therefore,  he  had  better  keep  his  reasons  to  himself. 

Nevertheless,  while  we  contend  that  every  banker  should 
have  general  principles,  we  do  not  say  that  in  no  possible 
case  should  he  depart  from  them.  But  he  should  not  look 
for  such  cases  ;  they  are  rare,  and  when  they  do  occur  they 
will  force  themselves  upon  his  attention.  If  under  shelter 
of  the  truism, "  All  rules  have  their  exceptions,"  he  departs 
from  his  general  principles  whenever  he  finds  it  convenient 
or  profitable  to  do  so,  he  may  as  well  have  no  general  prin- 
ciples at  all. 
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It  seems  desirable  that  a  banker  in  a  large  city  should 
mark  out  for  himself  one  or  two  main  branches  of  business, 
rather  than  attempt  to  carry  on  banking  in  all  its  branches. 
We  see  this  line  of  conduct  adopted  by  some  of  the  most 
eminent  London  bankers.  A  west-end  banker  will  not  dis- 
count a  bill :  a  city  banker  will  not  lend  money  on  mort- 
gage.^ Different  kinds  of  banking  exist  in  diiierent  parts  of 
the  country,  according  to  the  character  and  circumstances 
of  the  district.  And  in  London  the  classes  of  people  are 
numerous,  and  it  may  be  both  proper  and  advantageous 
for  a  banker  to  adapt  his  mode  of  business  chiefly  to  the 
requirements  of  some  one  particular  class.  Different 
banks  may  thus  pursue  different  courses,  and  all  be  equally 
successful, 

A  banker  will  exercise  due  caution  in  taking  new  ac- 
counts. He  will  expect  the  new  customer  to  be  introduced 
by  some  person  to  whom  he  is  personally  known.  The 
more  respectable  the  introducer,  the  higher  opinion  will  the 
banker  entertain  of  the  party  introduced.  K  a  party  apply 
to  open  an  account  without  such  an  introduction,  he  is 
asked  to  give  references  to  some  well-known  houses.  He 
is  expected  to  state  to  the  banker  the  kind  of  business  in 
which  he  is  engaged,  and  the  extent  of  accommodation,  if 
any,  that  he  is  likely  to  require.  He  will  state  the  kind 
and  character  of  the  bills  he  will  have  to  offer  to  discount, 
and  mention  any  peculiarity  in  his  business  or  circum- 
stances that  may  occasionally  require  especial  consideration. 
It  is  a  great  folly  in  a  party  opening  an  account  to  make 
any  representation  that  will  not  afterwards  turn  out  to  be 
correct.  Every  banker  is  anxious  to  avoid  taking  shabby 
accounts ;  and  especially  such  as  are  opened  for  the  pur- 
poses of  fraud,  or  to  obtain  a  fictitious  credit,  or  to  get 

'  Exceptions  occasionally  occur ;  but,  as  a  general  rule,  these  state 
oients  hold  guod. — Euitoe. 
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undue  accommodation.  It  is  considered  to  be  not  advisable 
to  take  the  account  of  a  party  who  has  another  banker, 
especially  if  he  opens  the  account  for  the  purpose  of  getting 
additional  discount.  The  object  of  a  party  keeping  two 
bankers  is  usually  to  get  as  much  accommodation  as  he 
can  from  each.  If  an  account  is  brought  from  another 
bank,  the  reason  of  the  removal  should  be  distinctly  stated, 
and  the  banker  will  accept  or  reject  it,  according  to  cir- 
cumstances. It  is  bad  policy  in  a  banker  to  attempt  to 
draw  away  the  connections  of  another  bank,  by  offering 
them  greater  accommodation.  It  is  also  usually  bad  policy 
to  take  the  accounts  of  parties  residing  at  a  distance,  as 
their  transactions  do  not  come  under  the  notice  of  the 
banker ;  and  the  fact  of  their  passing  by  the  banks  in  their 
neighbourhood  to  go  elsewhere,  is  one  that  should  excite 
suspicion.  It  is  not  advisable  for  London  bankers  to  take 
the  accounts  of  private  individuals  who  reside  in  the 
country.  They  should  be  referred  to  the  bankers  in  their 
own  districts. 

A  small  banker  should  not  attempt  to  take  large  ac- 
counts. Banks,  otherwise  well  administered,  have  been 
ruined  by  one  large  account.  If  this  account  requires  ac- 
commodation, it  will  absorb  the  banker's  funds,  so  that  he 
will  be  compelled  to  stint  his  other  customers,  or  to  have 
recourse  to  re-discount,  or  other  modes  of  raising  money. 
Even  if  it  be  only  a  deposit  account,  it  may  produce  in- 
conveniences. A  small  banker  cannot  so  readily  employ 
this  large  deposit  profitably,  and  yet  have  it  at  command 
whenever  required ;  and  the  additional  amount  he  must 
keep  in  his  till  will  be  proportionably  greater  than  would 
be  kept  by  a  large  banker.  Thus,  if  d£100,000  be  placed 
in  a  bank  that  has  already  ^2,000,000  of  deposits,  the  ad- 
ditional sum  kept  in  the  till  to  meet  daily  demands  may 
not.  be  much  increased ;  but  should  it  be  lodged  with  a 
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banker  -whose  deposits  are  only  .£300,000,  the  increase  of 
notes  to  be  kept  in  his  till  will  be  very  considerable.  This 
shows  that  large  deposits  are  not  so  profitable  to  small 
banks  as  to  large  ones.  There  is  also  a  danger  that  a  small 
banker  will  employ  his  large  deposits  in  such  a  way  as 
shall  render  him  less  ready  to  repay  them  pimctually. 
Instances  have  occurred  of  small  banks  being  greatly  in- 
convenienced by  the  repayment  of  large  deposits,  which 
had  been  placed  in  their  hands  by  railway  companies.  It 
is  prudent,  therefore,  in  a  banker  to  apportion  the  amount 
of  his  transactions  to  the  extent  of  his  business. 

A  very  important  part  of  the  business  of  a  banker  con- 
Bists  in  the  discounting  of  bills. 

In  doubtful  cases,  the  banker,  before  discounting  a  bill, 
will  probably  look  through  his  books,  and  satisfy  himself 
with  regard  to  the  following  inquiries  : — 

What  is  the  character  of  the  customer  ?  This  inquiry 
will  be  answered  from  the  Information  Book.  What  is 
the  usual  balance  of  his  cash  accounts?  This  will  be 
answered  by  the  Daily  Balance  Book.  What  amount  has 
he  now  under  discount  ?  This  will  be  answered  from  the 
Discount  Ledger,  and  will  suggest  other  inquiries.  Is  that 
amount  greater  or  less  than  usual  ?  What  proportion  does 
that  amoimt  bear  to  the  average  amount  of  his  cash 
balance  ?  Is  the  amount  chiefly  upon  few  parties,  or  is  it 
divided  among  a  number?  Have  their  bills  been  dis- 
coimted  chiefly  upon  the  strength  of  the  customer,  or  upon 
the  strength  of  other  parties  ?  Are  his  bills  generally 
paid  ?  He  will  then  proceed  to  inquire  about  the  other 
parties  to  the  bill.  What  is  the  character  of  the  accepter 
in  the  Information  Book  ?  What  is  the  nature  of  the 
transactions  between  the  customer  and  the  accepter,  as  far 
as  can  be  ascertained  ?  Has  he  had  any  bills  upon  him 
before,  and  have  they  been  punctually  paid  ?     Are  there 
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hnj  bills  upon  him  now  running,  and  how  soon  will  they 
become  due  ? 

In  the  discount  ot*  bills  it  is  necessary  to  guard  against 
forgeries.  It  has  happened  that  parties  carrying  on  a  great 
business  in  London,  have  presented  to  their  banker,  for 
discount,  bills  drawn  upon  all  parts  of  the  country ; 
which  bills,  upon  inquiry,  have  turned  out  to  be  purely 
fictitioiis.  This  is  an  additional  reason  for  bankers  making 
inquiry  about  the  accepters  of  the  bills  they  discount,  even 
when  they  think  they  have  reason  to  be  satisfied  with  the 
drawers.  Even  this  is  no  protection  against  forgery. 
Sometimes  the  name  of  a  most  respectable  house  in  a  pro- 
vincial town  has  been  forged.  Where  the  amount  is  large, 
theief  oue,  it  seems  advisable  to  send  the  bill  down  to  some 
banker  in  the  town,  and  ask  his  opinion  as  to  the  genuine- 
ness of  the  signature.  Of  course  in  these,  and  many  other 
cas€s  in  which  a  banker  is  liable  to  be  cheated,  much  must 
depsnd  upon  personal  discretion ;  no  rules  can  be  given  for 
all  2ases. 

To  facilitate  the  detection  of  forged  cheques,  it  is  advi- 
sable that  the  banker  should  have  a  printed  number  placed 
on  every  cheque,  in  every  cheque-book,  and  keep  a  record 
of  the  name  of  the  customer  to  whom  each  book  is  given. 
When  a  cheque  with  a  forged  signature  appears,  the 
banker  can  then  turn  to  this  registry,  and  see  to  which  of 
h;s  customers  he  had  given  out  this  cheque.  This  plan 
has  been  found  usefiil  in  tracing  forgeries  that  have  been 
perpetrated  by  the  clerks  or  servants  of  the  party  keeping 
the  account.  Some  bankers,  moreover,  place  on  their 
cheque-books  a  printed  label,  requesting  the  customer 
at  all  times  to  keep  the  book  under  his  own  lock  and 
key. 

To  guard  against  forgery  in  the  case  of  deeds  or  bonds, 
all  these  documents  should  be  witnessed  bv  an  officer  of 
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the  bank.  And  when  a  letter  of  guarantee  is  ofiven  bv  a 
third  party,  it  should  not  be  taken  by  the  banker  from  the 
party  in  whose  favour  it  is  given,  but  the  letter  should  be 
signed  at  the  bank,  and  the  signature  witnessed  by  one  of 
the  clerks.  A  banker  is  also  liable  to  loss  from  the  altera- 
tion of  cheques.  The  words  six,  seven,  eight,  and  nine, 
can  easily  be  changed,  by  the  addition  of  y,  or  tj,  into 
sixty,  seventy,  eighty,  or  ninety.  Sometimes,  too,  when 
cheques  are  drawn  for  less  than  d£10,  if  a  space  be  left 
open  before  the  word,  another  word  may  be  introduced. 
Thus,  a  short  time  ago  a  cheque  was  drawn  on  a  banker 
for  ^3,  and  the  party  who  obtained  it  wrote  the  word  sixty 
before  the  word  three,  and  thus  cheated  the  banker  out  of 
.£60.  Letters  of  credit,  as  well  as  cheques,  have  heretcfore 
been  altered,  by  the  original  sum  being  taken  out,  and  a 
larger  sum  being  substituted.  This  is  now  prevented  by 
staining  the  paper  with  a  chemical  preparation.  Country 
banks  also  stamp  upon  their  drafts  the  words  "  under  ten 
pounds,"  "  under  twenty  pounds,"  and  so  on,  to  preient 
an  alteration  to  any  sum  beyond  those  amounts. 

The  re- discounting  of  bills  of  exchange  is  an  operalion 
of  much  importance,  and  has  a  great  injluence  on  the 
monetary  operations  of  the  country.  We  quote  from  a 
former  woi'k  of  our  own  upon  this  subject : — 

"  Banks  situated  in  agricultural  districts  have  usually 
more  money  than  they  can  employ.  Independently  of  tie 
paid-up  capital  of  the  bank,  the  sums  raised  by  circulation 
and  deposits  are  usually  more  than  the  amount  of  their 
loans  and  discounts.  Banks,  on  the  other  hand,  that  are 
situated  in  manufacturing  districts,  can  usually  employ 
more  money  than  they  can  raise.  Hence,  the  bank  that 
has  a  superabundance  of  money,  sends  it  to  London,  to  be 
employed  by  the  bill-brokers,  usually  receiving,  in  return, 
bills  of  exchange.     The  bank  that  wants  money  sends  its 
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bills  of  exchange  to  London,  to  be  re-discounted.  These 
banks  thus  supply  each  other's  wants,  through  the  medium 
of  the  London  bill-brokers." 

But  this  principle  of  the  re-discount  of  bills  has  been,  in 
some  cases,  grossly  abused,  by  being  employed  to  give  a 
sort  of  vitality  to  dead  loans.  A  country  banker  lends 
upon  mills  and  manufactories  a  larger  amount  of  money 
than  he  can  conveniently  spare ;  then  he  asks  the  manu- 
facturer to  accept  a  bill  for  the  amount,  which  the  banker 
gets  discounted  in  London  or  elsewhere.  This  bill,  when 
due,  is  renewed,  and  the  renewal  is  again  replaced  by 
another,  and  so  the  game  goes  on.  As  long  as  money  is 
abundant  all  parties  are  pleased ;  the  manufacturer  gets 
his  advance,  the  banker  gets  his  commission,  and  the 
London  bill-broker  gets  employment  for  his  funds.  But 
a  pressure  comes.  The  London  bill-broker  can  discount 
no  more,  because  the  funds  placed  in  his  hands  by  his  de- 
positors have  been  withdrawn.  The  banker  cannot  get  the 
new  bills  discounted  elsewhere,  and  is  unable  to  take  up 
the  old  bills  that  are  returned  to  him  with  his  endorse- 
ment. The  manufacturer,  of  course,  cannot  pay  the  money ; 
the  banker  stops  payment,  and  the  manufacturer  is  ruined. 
The  places  at  which  this  system  has  been  chiefly  carried 
on,  are  Manchester  and  Newcastle-upon-Tyne ;  and  it  is  in 
these  places  that  the  greatest  failures  have  taken  place 
among  the  joint-stock  banks.  In  fact,  I  believe  it  must 
be  confessed,  that  the  joint-stock  banks  have  carried  on 
this  practice  to  a  much  greater  extent  than  it  was  ever 
carried  on  by  the  private  bankers.  This  has  arisen  from 
the  greater  credit  which  they  possessed :  it  is  one  of  the 
forms  of  the  abuse  of  credit. 

A  London  banker  is  always  anxious  to  avoid  dead  loans. 
Loans  are  usually  specific  advances  for  specified  times, 
either  with  or  without  security.     In  London,  advances  are 
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generally  made  by  loans ;  in  tlie  country,  by  overdrafts. 
The  difference  arises  from  the  different  modes  of  conduct- 
ing an  account.  In  London,  the  banker  is  paid  by  the 
balance  standing  to  the  credit  of  the  account.  A  customer 
who  wants  an  advance,  takes  a  loan  of  such  an  amount  as 
shall  not  require  him  to  keep  less  than  his  usual  balance. 
The  loan  is  placed  to  the  credit  of  his  current  account, 
until  the  time  arrives  for  its  repayment,  and  then  he  is 
debited  for  the  principal  and  the  interest.  The  country 
banker  is  paid  by  a  commission,  and  hence  the  advance  to 
a  customer  is  made  by  his  overdrawing  the  account,  and  he 
is  charged  interest  only  on  the  amount  overdrawn. 

Loans  are  divided  into  short  loans  and  dead  loans. 
Short  loans  are  usually  the  practice  of  the  London 
bankers :  a  time  is  fixed  for  their  repayment.  Dead  loans 
are  those  for  the  payment  of  which  there  is  no  specified 
time;  or  where  the  party  has  failed  to  make  the  repayment 
at  the  time  agreed  upon.  In  this  case,  too,  the  loan  has 
usually  been  made  upon  dead — that  is,  upon  inconvertible 
security.  Without  great  caution  on  the  part  of  the  banker, 
sliort  loans  are  very  apt  to  become  dead  loans.  A  loan  is 
first  made  for  two  or  three  months ;  the  time  arrives,  and 
the  customer  cannot  pay ;  then  the  loan  is  renewed,  and 
renewed,  and  renewed,  and  ultimately  the  customer  fails, 
and  the  banker  has  to  fall  back  upon  his  securities.  The 
difference  between  s/wrHoans  and  dead  loans  maybe  illus- 
trated by  a  reference  to  Liverpool  and  Manchester.  The 
Liverpool  bankers  make  large  advances  by  way  of  loan, 
but  usually  on  the  security  of  cotton.  The  cotton  is  sold 
in  a  few  months,  and  the  banker  is  paid.  At  Manchester, 
the  banker  advances  his  loans  on  the  security  of  mills  and 
manufactories;  he  cannot  get  repaid;  and  after  awhile  the 
customer  fails,  and  the  mill  or  manufactory,  when  sold, 
may  not  produce  half  the  amount  of  the  loan. 
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Dead  loans  are  sometimes  produced  by  lending  money  to 
rich  men.  A  man  of  moderate  means  will  be  anxious  not 
to  borrow  of  his  banker  a  loan  which  he  will  not  be  able 
punctually  to  repay,  as  the  good  opinion  of  his  banker  is 
necessary  to  his  credit.  But  a  man  of  property  has  no 
scruples  of  the  kind :  he  has  to  build  a  house,  to  improve 
his  estate,  or  to  extend  his  manufactory ;  and  he  is  un- 
reasonable enough  to  expect  that  his  banker  will  supply 
him  with  the  necessary  funds.  He  believes  it  will  be  only 
a  temporary  advance,  as  he  will  shox-tly  be  in  possession  of 
ample  means.  The  banker  lends  the  sum  at  first  desired ; 
more  money  is  wanted ;  the  expected  supplies  do  not 
arrive ;  and  the  advance  becomes  a  dead  lock-up  of  capital. 
The  loan  may  be  very  safe,  and  yield  a  good  rate  of  interest, 
but  the  banker  would  rather  have  the  money  under  his 
own  control. 

Dead  loans  are  sometimes  produced  by  lending  money  to 
parties  to  buy  shares  in  public  companies.  There  was  too 
much  business  of  this  kind  transacted  by  some  bankers  a 
few  years  ago.  The  party  did  not  at  first,  perchance,  apply 
to  his  banker  to  enable  him  to  purchase  the  shares ;  but 
the  calls  were  heavy,  and  his  ready  money  was  gone ;  he 
felt  assured,  however,  that  in  a  short  time  he  should  be 
able  to  sell  his  shares  at  a  high  profit ;  he  persuaded  his 
banker  to  pay  the  calls,  taking  the  shares  as  security. 
Other  calls  were  made,  which  the  banker  had  to  pay.  The 
market  fell ;  and  the  shares,  if  sold,  would  not  pay  the 
banker's  advances.  The  sale,  too,  would  have  caused  an 
enormous  loss  to  the  customer.  The  advances  became 
a  dead  loan,  and  the  banker  had  to  wait  till  a  favourable 
opportunity  occurred  for  realizing  his  security. 

In  this,  and  in  other  ways,  a  banker  has  often  much 
difficulty  with  customers  of  a  speculative  character.  If  he 
refuses  what  they  ask,  they  remove  their  account,  and  giv^ 
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him  a  bad  name ;  if  lie  grants  them  their  desires,  they 
engage  in  speculations  by  which  they  are  rtiined,  and  pro- 
bably the  banker  sustains  loss.  The  point  for  the  banker 
to  decide  is,  whether  he  will  lose  them  or  ruin  them.  It  is 
best  in  this  case,  for  the  banker  to  fix  upon  what  advance 
he  should  make  them,  supposing  they  conduct  their  affairs 
prudently ;  and  if  they  are  dissatisfied  with  this,  he  had 
better  let  them  go  ;  after  they  have  become  bankrupts  he 
will  get  credit  for  his  sagacity. 

The  discotmting  of  bills  is  an  ordinary  matter  of  busi- 
ness, and  the  banker  has  only  to  see  that  he  has  good 
names  to  his  bill ;  but  in  regard  to  loans,  a  banker  would 
do  well  to  follow  the  advice  which  Mr.  Taylor  gives  to  in- 
dividuals, and  not  to  make  a  loan,  unless  he  knows  the 
purpose  for  which  it  is  borrowed,  and  to  form  his  own 
judgment  as  to  the  wisdom  of  the  party  who  borrows,  and 
as  to  the  probability  of  his  having  the  means  of  repayment 
at  the  time  agreed  upon.^ 

Sometimes,  when  au  advance  of  money  is  wanted  for  two 
or  three  months,  the  party  gives  a  note  of  hand.  This  is 
better  than  a  mere  loan,  as  it  fixes  the  time  of  payment, 
and  keeps  the  transaction  fresh  in  the  recollection  of  the 
borrower.  But  care  must  be  taken  that  the  note,  by  re- 
peated renewals,  does  not  in  fact  become  a  dead  loan. 
Hence,  when  a  renewal  cannot  be  avoided,  attempts  should 
be  made  to  reduce  the  amount.  When  public  companies, 
of  only  a  short  standing,  and  not  fully  constituted,  wish  to 
borrow  money  of  their  banker,  it  is  sometimes  expedient 
to  take  the  joint  and  several  promissory  note  of  the 
directors.  By  this  means  the  banker  avoids  all  knotty 
questions  connected  with  the  law  of  partnership  ;  and  the 
directors  will,  for  the.r  ,iwn  sakes,  see  that  the  funds  of 

'   Vide  "  Notes  from  Life,''  by  Taylor. 
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the  company  shall,  in  due  time,  be  rendered  available  for 
the  repayment  of  the  loan. 

"SYe  have  said  that  dead  loans  are  usually  advanced 
upon  inconvertible  security.  Sometimes  that  security  con- 
sists of  a  deposit  of  deeds  relating  to  leasehold  or  free- 
hold property.  In  London,  however,  this  kind  of  security 
is  not  considered  desirable,  and  the  following  rules  are 
usually  observed : — 

No  advances  are  made  upon  the  security  of  deeds  alone ; 
they  are  taken  only  as  collateral  security  ;  and  then  only 
to  cover  business  transactions,  and  in  cases  where  the  par- 
ties are  supposed  to  be  safe  independently  of  deeds. 

The  value  of  the  property  should  be  much  higher  than 
the  sum  it  is  intended  to  guarantee.  When  this  is  the 
case,  and  the  parties  fail,  their  creditors  may  take  the 
deeds,  and  pay  the  debt  due  to  the  bank.  The  main  use 
of  taking  deeds  is  to  have  something  to  fall  back  upon  in 
this  way.  A  customer  should  never  receive  more  accom- 
modation from  having  deposited  his  deeds  than  that  to 
which  he  is  legitimately  entitled.  No  banker  takes  deeds 
if  there  is  the  slightest  probability  of  his  being  compelled 
to  realize  the  property,  as  the  legal  difficulties  are  very 
great. 

In  all  cases  in  which  deeds  are  taken,  they  are  submitted 
to  the  inspection  of  the  banker's  solicitor,  who  makes  a 
written  report  upon  the  value  of  the  property,  as  far  as  it 
can  be  discovered  by  the  deeds,  and  upon  its  legal  validity 
as  a  security  to  the  bank. 

The  rule  of  a  banker  is,  never  to  make  any  advances, 
directly  or  indirectly,  upon  deeds,  or  any  other  dead 
secui'ity.  But  this  rule,  like  all  other  general  rules,  must 
have  exceptions,  and  when  it  is  proper  to  make  an  excep- 
tion is  a  matter  that  must  be  left  to  the  discretion  of  the 
banker.     He  should,  however,  exercise  this  discretion  with 
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caution  and  prudence,  and  not  deviate  from  the  rule  with- 
out a  special  reason  to  justify  such  deviation. 

Among  country  bankers,  in  agricultural  districts,  ad- 
vances upon  deeds  are  not  considered  so  objectionable  as 
in  London,  A  landed  proprietor,  who  wants  a  temporary 
advance,  places  his  deeds  in  the  hands  of  his  banker,  and 
takes  what  he  requires.  The  banker  thinks  he  can  have 
no  better  security  ;  but  the  loan  is  usually  for  only  a  mode- 
rate amount,  and  is  paid  off  within  a  reasonable  time. 
In  the  country  the  character  and  circumstances  of  every 
man  are  known.  A  landlord  who  wants  an  advance  to 
meet  immediate  demands,  until  his  rents  come  in,  seems 
fairly  entitled  to  assistance  from  his  banker.  But  should 
a  landlord  who  is  living  beyond  his  income,  ask  for  an 
advance  almost  equal  to  the  value  of  his  deeds,  he  would 
not  be  likely  to  obtain  it. 

Another  kind  of  security  is  bills  of  lading,  and  dook 
warrants.  Advances  upon  securities  such  as  these  must 
be  considered  as  beyond  the  rules  which  prudent  bankers 
lay  down  for  their  own  government ;  they  can  only  be 
justified  by  the  special  circumstances  of  each  case.  In 
advancing  upon  bills  of  lading,  the  banker  must  see  that 
he  has  all  the  hills  of  the  set ;  for  if  he  has  not  all,  the  holder 
of  the  absent  bill  may  get  possession  of  the  property.  It 
is  also  necessary  that  he  should  have  the  policy  of  assurance, 
that,  in  case  the  ship  be  lost,  he  may  claim  the  value  from 
the  insurers.  In  advances  upon  dock  warrants,  the  banker 
should  know  that  the  value  of  the  goods  is  equal  to  his 
advances,  and  will  also  give  him  a  margin,  as  a  security 
against  any  fall  in  the  market  price.  But,  in  truth,  no 
banker  should  readily  make  advances  upon  such  securities. 
Now  and  then  he  may  take  them  as  collateral  security,  for 
an  advance  to  a  customer  who  is  otherwise  respectable. 
But  if  a  customer  requires  such  advances  frequently,  not 
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to  say  constantly,  it  shows  that  he  is  conducting  his 
business  in  a  way  that  will  not  ultimately  be  either  for  his 
own  advantage,  or  that  of  his  banker. 

A  banker  should  never  make  any  advances  upon  life 
policies.  They  may  become  void,  should  the  party  commit 
suicide,  or  die  by  the  hand  of  justice,  or  in  a  duel ;  or  if 
he  go  without  permission  to  certain  foreign  countries. 
The  payment  may  be  disputed,  upon  the  ground  that  some 
deception  or  concealment  was  practised,  when  the  policy 
was  obtained.  And,  in  all  cases,  they  are  dependent  upon 
the  continued  payment  of  the  premiums.  The  value  of 
a  policy,  too,  is  also  often  overrated.  The  insiu'ed  fancies 
that  his  policy  increases  in  value  in  exact  proportion  to 
the  number  of  premiums  he  has  paid ;  but  if  he  offers 
it  to  the  company,  he  will  find  that  he  gets  much  less  than 
he  expected.  The  policy  is  valued  in  a  way  that  remune- 
rates the  ofl&ce  for  the  risk  they  have  run  during  the  years 
that  are  past ;  and  the  valuation  has  a  reference  only  to 
the  future.^ 

There  are  certain  signs  of  approaching  failure,  which  a 
banker  must  observe  with  reference  to  his  customer. 
Thus — if  he  keeps  a  worse  account  than  heretofore,  and 
yet  wants  larger  discounts — if  the  bills  offered  for  dis- 
count are  drawn  upon  an  inferior  class  of  people — if,  when 
his  bills  are  unpaid,  he  does  not  take  them  up  promptly — 
if  he  pays  his  money  late  in  the  day,  just  in  time  to  pre- 
vent his  bills  or  cheques  being  returned  through  the  clear- 
ing ;  but,  above  all,  if  he  is  found  cross-firing:  that  is, 
drawing  bills  upon  parties  who  at  the  same  time  draw 
bills  upon  him ;  as  soon  as  a  banker  detects  a  customer  in 
fair  credit  engaged  in  this  practice,  he  shoidd  quietly  give 
him  reason  for  removing  his  account. 

^  The  surrender  value  of  a  life  policy  in  ordinary  cases  is  roughly 
about  one-third  of  the  amount  of  premiums  paid. 
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Sometimes  two  parties,  who  keep  different  bankers,  will 
adopt  a  practice  of  exchanging  cheques.  Their  cheques 
are  paid  into  the  banks  too  late  to  be  cleared  on  the  same 
day ;  and  hence  the  parties'  accounts  appear  better  the 
next  day  than  they  otherwise  would  be.  Some  failing 
parties,  too,  have  recourse  to  forged  or  fictitious  bills, 
which  they  put  into  circulation  to  a  large  amount.  The 
best  way  for  a  banker  to  guard  against  loss  from  this 
practice  is,  to  inquire  in  all  cases  about  the  accepters  of 
the  bills  that  he  discounts,  not  only  when  his  customers 
are  doubtful,  but  even  when  they  are  deemed  respectable. 
Indeed,  it  is  only  people  in  good  credit  that  can  pass 
fictitious  bills. 

The  banker's  rule  is,  that  they  who  have  discounts  must 
keep  a  proportionate  balance :  this  is  useful,  as  the  amount 
of  balance  kept  is  an  indication  of  the  circumstances  of 
the  party.  When  a  customer  has  heavy  discounts,  and 
keeps  but  a  small  balance,  it  may  usually  be  inferred  that 
he  is  either  embarrassed  in  his  affairs,  or  he  is  trading 
beyond  his  capital. 

The  operation  which  is  called  "  nursing  an  account," 
sometimes  requires  considerable  prudence,  tact,  and  per- 
severance. A  banker  having  made  considerable  advances 
to  a  customer,  suddenly  discovers  that  the  party  is  not 
worthy  of  the  confidence  he  has  placed  in  him.  If  these 
advances  should  be  called  up,  or  discontinued,  the  cus- 
tomer will  break,  and  the  banker  sustain  loss.  The  banker 
must  be  governed  by  the  circumstances  of  each  case.  It 
is  sometimes  best  to  continue  to  discount  the  good  bills, 
and  refuse  those  of  a  different  character ;  and  thus 
gradually  weed  the  account  of  all  the  inferior  securities. 
Sometimes  he  may  get  the  customer  to  stipulate  that  he 
will  diminish  his  advances  by  certain  fixed  amountb,  at 
certain  periods ;    and  thus,  by  alternately  refusing  and 
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complying,  the  banker  may  at  length  place  himself  in  a 
state  of  security.  At  other  times,  the  banker  may  offer 
to  make  still  further  advances,  on  condition  of  receiving 
good  security  also  for  what  has  been  already  advanced. 
This  plan  is  advisable  when  the  additional  advance  is  not 
proportionably  large,  and  the  security  is  not  inconvertible, 
otherwise  the  plan  is  sometimes  a  hazardous  one.  It 
requires  some  courage  to  look  a  loss  in  the  face.  And  it 
has  occurred  that  a  banker,  rather  than  sustain  a  small 
loss,  will  consent  to  make  a  further  large  advance  upon 
inconvertible  security ;  and  the  locking  up  of  this  large 
advance  for  an  indefinite  period  has  proved  the  greater 
evil  of  the  two.  In  fact,  some  of  the  largest  losses  of 
fallen  banks  have  been  made  in  this  way.  They  have,  in 
the  first  instance,  made  an  imprudent  advance ;  rather 
than  sustain  this  loss  at  once,  they  have  made  a  further 
advance,  with  a  view  to  prevent  it.  The  advance  has  at 
last  become  so  lax'ge,  that  if  the  customer  falls,  the  bank 
must  fall  too;  for  the  sake  of  self-existence,  further 
advances  are  then  made  ;  these  too  are  found  ineffectual, 
and  ultimately  the  customer  and  the  bank  fall  together.^ 

*  The  evil  effects  of  the  weakness  here  alluded  to  have  been  very 
forcibly  emphasized  by  the  failures  of  the  City  of  Glasgow  Bank  and 
the  West  of  England  Bank  in  1878,  both  disasters  having  been  brought 
about  by  the  permcious  habit  of  "  nursing  "  irredeemably  bad  debts. 
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SECTION  XIX. 

THE    ADMINISTRATION    OF    A    BANK    WITH    REGARD    TO 
PROCEEDINGS    ON    BILLS    OF    EXCHANGE. 

\  1 /"HEN  a  banker  has  discounted  a  bill,  it  is  handed  to 
^  *  the  accountant,  who  will  see  that  it  is  drawn  on  a 
right  stamp.  The  accountant  will  read  it  through,  and 
see  that  it  is  properly  drawn,  and  will  observe  that  the 
sum  in  writing  corresponds  with  the  sum  expressed  in 
figures,  and  that  no  alteration  has  taken  place  in  the 
amount,  the  date,  the  teinn,  or  the  place  at  which  it  is 
made  payable ;  for  these  are  material  alterations,  and 
would  affect  the  validity  of  the  bill.  He  will  then  calcu- 
late the  time  at  which  it  falls  due,  and  place  this  date 
upon  the  bill,  or,  if  it  was  there  before,  he  will  check  it, 
and  see  that  it  is  right.  He  will  then  turn  it  over,  and 
see  that  it  is  indorsed  by  the  party  in  whose  favour  it  is 
drawn,  and  also  that  the  subsequent  indorsements  are 
regular  and  properly  spelled  ;  for  if  there  be  a  variation 
of  a  single  letter  in  the  spelling  of  a  name,  the  payment 
of  the  bill  could  not  be  legally  enforced.  He  will  also 
observe  that  the  bill  is  indorsed  by  the  party  for  whom  it 
is  discounted.  He  will  then  pass  the  bill  through  the 
books,  and  at  the  close  of  the  day  deliver  it  with  the 
others  to  the  banker.  The  banker  will,  on  the  following 
morning,  put  these  bills  away  in  his  bill-case  according  to 
the  dates  at  which  they  fall  due.  This  point  should  be 
recollected  by  persons  who  have  to  get  bills  from  a  banker 
before  they  are  due  ;  for,  after  they  have  given  the  amount 
ind   the  names,  the  next  question   asked  them  will  be, 
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"  Wlien  is  it  due  ?  "  for  among  a  multitude  of  bills,  the 
only  way  of  readily  finding  any  individual  bill  is  to  turn 
to  those  that  fall  due  on  the  same  day.  Every  day  the 
banker  looks  out  the  bills  that  fall  due  on  the  following 
day,  and  hands  them  to  the  chief  clerk  (or,  in  some  cases, 
the  chief  clerk  himself  has  the  charge  of  the  bills),  who, 
after  checking  them  against  the  books,  distributes  them 
among  the  clerks  who  are  to  collect  them.  If  the  bill  be 
not  paid,  it  is  noted  on  the  same  evening,  and  on  the 
following  morning  returned  to  the  customer  for  whom  it 
was  discounted,  and  his  account  is  debited  for  the  amount. 
But  if  the  i)arty  has  not  the  sum  to  his  credit,  and  the 
banker  does  not  like  to  trust  him,  he  merely  receives  notice 
of  its  dishonour ;  and  notice  is  also  given  to  every  other 
party  to  the  bill,  with  a  demand  for  immediate  payment. 
The  bill  has  now  become  that  hated  object,  a  "  past  due 
bill ; "  and  after  a  while,  if  the  parties  are  supposed  to 
be  "  worth  powder  and  shot,"  it  is  handed  to  the  bank's 
solicitor. 

I  shall  give  a  short  description  of  Bills  of  Exchange,  and 
notice  a  few  of  those  points  of  law  and  of  business  which 
are  of  most  importance  to  practical  bankers. 

A  bill  of  exchange  is  a  written  order  from  one  person  to 
another,  directing  him  to  pay  a  sum  of  money  either  to  the 
drawer  or  to  a  third  person  at  a  future  time.  This  is 
usually  a  certain  number  of  days,  weeks,  or  months,  either 
after  the  date  of  the  bill,  or  after  sight ;  that  is,  after  the 
person  on  whom  it  is  drawn  shall  have  seen  it,  and  shall 
have  written  on  the  bill  his  willingness  to  pay  it.  The 
party  expresses  this  willingness  by  writing  on  the  bill  the 
word  "accepted,'"  and  his  name.^  If  the  bill  be  drawn 
after  sight,  he  also  writes  the  date  of  the  acceptance. 

'  [A  common  practice  having  gi-own  up,  especially  in  Scotland,  in  the 
acceptance  of  bills-,  vvhereby  an  accepter  simply  signed  his  name  across 
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If  the  party  in  whose  favour  the  bill  is  drawn  wishes  to 
transfer  it,  he  writes  his  name  on  the  back.  This  is  called 
an  indorsement ;  and  may  be  either  special  or  general.  A 
special  indorsement  is  made  to  a  particular  party;  as, 
"  Pay  to  Messrs.  John  Doe  &  Co.  or  order."  A  general,  or 
blank  indorsement,  is  when  the  person  merely  writes  his 
name.  It,  is  held  by  the  lawyers '  that  a  special  indorse- 
ment cannot  folloiv  a  general  indorsement,  and  that  in  such 
a  case  the  holder  may  sustain  an  action  for  the  amount 
though  the  bill  be  not  endorsed  by  the  party  to  whom  it 
'-■;  thus  specially  assigned.  In  practice,  however,  this  is 
very  common ;  and  bankers  always  refuse  to  pay  bills  not 
properly  endorsed,  even  though  previous  indorsements 
may  be  general.  But,  in  regard  to  post  bills,  the  Bank  of 
England  pays  no  regard  to  any  special  indorsement  that 
may  follow  a  general  indorsement. 

The  following  is  the  form  of  a  Bill  of  Exchange : — 


I 

£1000.  Lmdon,  \st  of  May,  1827. 

Two  months  after  date,  'pay  to  the  order  of  Messrs.  Quick, 
Active,  and  Co.  {or  me  or  my  order)  the  sum  of  One  Thousand  Pounds, 
for  value  received. 


Hearty,  Jolly,  cf  Co. 

■2cepted,  payable  at 
Steady  ^-  Co.,  Bai 
Southwark.  John  Careful  ^  Co. 


Accepted,  payable  at 
To  Messrs.  John  Careful  cf-  Co,  Messrs.  Steady  ^~  Co.,  Bankers. 


the  face  of  the  bill  without  prefixing  the  word  "  accepted,"  and  ft 
County  Court  Judge  in  the  North  of  England  lia\  ing  held  that  a  bill  so 
vccepted  did  not  bind  the  drawee,  a  declaratory  Act  was  passed  on  28th 
March,  1878  (41  and  42  Vict.  c.  13),  which  declared  that  "  an  acceptance 
of  a  bill  of  exchange  is  not  and  shall  not  be  deemed  to  be  insufficient  by 
reason  only  that  such  acceptance  consists  merely  of  the  signature  of  the 
drawee  written  on  such  bill."] 

'  If  a  bill  be  once  indorsed  in  blank,  though  afterwards  indorsed  in 
full,  it  will  still  as  against  the  drawer,  the  payee,  the  accepter,  the  blank 
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A  Promissory  Note  is  as  follows : — 

I 
£1000.  London,  \st  of  May,  1827. 

Ttuo  months  after  date,  we  promise  to  pay  Messrs.  Hearty, 
Jolly,  ^-  Co.,  or  their  order,  tlie  sum  of  One  Thousajid  Poxmds.for  value 
received. 

John  Careful  ^  Co. 
At  Messrs.  Steady  cf-  Co., 
Bankers, 
Lombard  Street. 


The  acceptance  is  usually  written  across  a  bill,  but  should 
always  be  on  the  front,  not  on  the  back  of  the  bill.  An  in- 
dorsement, as  the  name  implies,  should  be  placed  on  the  back. 

The  person  who  draws  a  bill  is  called  the  drawer ;  the 
person  on  whom  it  is  drawn  is  called  the  drawee  :  after  the 
bill  is  accepted  the  drawee  is  called  the  accepter.  The 
person  who  indorses  a  bill  is  called  the  indorser ;  the  per- 
son to  whom  it  is  indorsed  is  the  indorsee.  The  person 
who  pays  a  bill  is  the  payer ;  the  person  to  whom  it  is 
paid  is  the  payee.  These  and  similar  terms  may  be  illus- 
trated by  a  circumstance  said  to  have  occurred  on  the 
cross-examination  of  a  witness,  on  a  trial  respecting  a 
mortgage. — Counsellor.  "  Now,  sir,  you  are  a  witness  in 
this  case ;  pray  do  you  know  the  difference  between  the 
mortgager  and  the  mortgagee  ?  " — Witness.  "  To  be  sure 
I  do.  For  instance,  now  suppose  I  nod  at  you,  I  am  the 
nod-er,  and  you  are  the  nod-ee."  The  word  discountee, 
denoting  the  person  for  whom  a  bill  is  discounted,  is  not 
used  in  England,  but  I  observe  in  the  parliamentary  evi- 
dence that  it  was  employed  by  some  of  the  witnesses  from 
Scotland. 

All  bills,  except  those  payable  on  demand  or  at  sight, 

indorser,  and  all  indorsers  before  him,  be  payable  to  bearer,  thougli 
as  against  the  special  indorser  himself  title  must  be  made  through  his 
indoi'see. — Serjeant  Byles  on  Bills  of  Exchanye,  p.  115. 
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are  allowed  three  days'  grace.  Thus,  a  bill  drawn  at  two 
months  from  the  1st  of  May,  will  fall  due  on  the  4th  of 
July ;  but  if  that  day  be  a  Sunday,  or  a  public  holiday,'- 
the  bill  will  be  due  on  the  day  before.  Some  bills,  instead 
of  being  drawn  after  date  or  sight,  state  the  time  of  pay- 
ment, as  "  On  the  first  of  August  pay,  &c."  These  bills 
are  allowed  the  usual  three  days  of  grace.  Such  a  bill 
would  fall  due  on  the  4th  of  August. 

'  To  remove  all  doubts  upon  this  subject,  an  Act  of  Parliament  was 
passed  (7th  and  8th  Geo.  IV.  chap.  15),  which  enacts  "that  from  and 
after  the  tenth  day  of  April,  one  thousand  eight  hundred  and  twenty- 
seven,  Good  Friday  and  Christmas-day,  and  every  day  of  fast  or  thanks- 
giving appointed  by  his  Majesty,  is  and  shall  for  all  purposes  whatever, 
as  regards  bills  of  exchange  and  promissory  notes,  be  treated  and  con- 
sidered as  the  Lord"s-day,  commonly  called  Sunday."  This  Act  does  not 
extend  to  Scotland,  but  it  has  since  been  extended  to  Ireland.  This  Act 
does  not  vitiate  a  bill  dated  on  a  Sunday. 

[The  law  relating  to  the  day  on  which  bills  falling  due  on  any  public 
holiday  shall  be  payable  was  affected  by  Act  34  Vict.  c.  17  (25th  May, 
1871),  inti'oduced  by  Sir  John  Lubbock.  This  Act  enacts  that  in 
England  and  Ireland,  Easter  Monday,  the  Monday  in  Whitsun  week, 
the  first  Monday  in  August,  and  the  twenty-sixth  day  of  December,  if 
a  week  day,  sliould  be  kept  as  close  holidays,  and  that  all  bills  falling 
due  on  these  days  should  be  payable  on  the  next  following  day  :  and 
similarly  in  Scotland,  New  Year's  Day,  Christmas  Day,  Good  Friday, 
the  first  Monday  of  May,  and  the  first  Monday  of  August  should  be 
kept  as  close  holidays,  and  bills  falling  due  thereon  should  be  payable 
next  day.  But  if  either  New  Year's  Day  or  Christmas  Day  happens 
to  fall  on  a  Sunday,  the  Act  enacts  that  the  following  Monday  shall  be 
the  statutory  bank  holiday. 

As  regards  England  and  Ireland,  Good  Friday  and  Christmas  Day 
being  already  bank  holidays  as  explained  above,  no  reference  is  made 
tc  these  days  in  this  Act.  Bills  falling  due  on  these  days,  thei'efore,  in 
England  and  Ireland  are  payable  on  the  previous  day,  and  in  Scotland 
on  the  following  day. 

The  effect  of  the  passing  of  this  Act  was  to  ?ive  several  additional 
legalized  holidays  '■'>  the  banking  community,  for  which  that  com- 
munity— and  indeed  the  public  generally,  for  these  holidays  are  now 
almost  uniA'ersally  observed — are  indebted  to  Sir  John  Lubbock.] 
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Some  parties,  when  they  indorse  a  bill,  write  at  bottom, 
"  In  case  of  need,  apply  to  Messrs.  C.  D.  &  Co."  That  is, 
if  the  bill  be  not  paid  when  due,  Messrs.  C.  D.  &  Co.  wiJi 
on  the  day  after  it  is  due  pay  it  for  the  honour  of  the  en- 
dorsers. The  notaries  always  observe  the  "  cases  of  need  " 
upon  the  bills  that  come  into  their  hands,  and  apply  to 
the  proper  parties.  The  advantage  of  pla.cing  a  case  of 
need  upon  a  bill  is,  that  the  party  endorsing  it  receives  it 
back  sooner  in  case  of  non-payment.  It  also  makes  the 
bill  more  respectable,  and  secures  its  circulation. 

Were  it  not  for  the  space  it  occupies,  it  would  be  very 
desirable  that  the  indorser  of  a  bill  of  exchange  should  be 
compelled  to  state  also  his  address.  This  would  prevent 
forged  and  fictitious  indorsements,  and  give  a  banker  who 
discounts  a  bill,  a  better  opportunity  of  ascertaining  the 
respectability  of  the  parties.  In  case,  too,  the  bill  was 
unpaid,  he  might  immediately  apply  to  all  the  indorsers, 
whereas  now  he  has  to  find  them  out  in  the  best  way  he 
can.  The  indorsers  and  drawer  of  a  bill  would  have  earlier 
notice  of  its  non-payment,  and  have  a  better  opportunity 
of  obtaining  their  money  from  the  antecedent  parties. 

Bills  are  divided  into  Inland  and  Foreign.  Inland  bills 
are  those  in  which  both  the  drawer  and  the  accepter  reside 
in  the  British  Islands.^  If  a  foreign  bill  be  refused  accejj- 
tance  or  payment,  it  should  be  immediately  protested  and 
returned.  An  inland  bill  is  only  noted,  and  then  onl} 
when  refused  payment.  A  foreign  bill  may  be  accepted 
verbally,  or  by  letter ;  but  no  acceptance  of  an  inland  bill 
is  valid,  unless  written  upon  the  bill  itself.^ 

When  a  merchant  in  one  country  draws  bills  upon  a  mer- 
chant residing  in  another  country,  he  usually  draws  them 

'  For  stamp  duty,  bills  di-awn  from  the  Isle  of  Man  and  the  Channel 
Islands  are  regarded  as  foreign  bills,  and  they  must  bear  foreign  bill 
btamjis.  -  See  1  and  2  Geo.  IV".  cap.  78. 
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in  sets :  tliat  is,  he  draws  two,  three,  or  more  bills  of  the 
same  tenor  and  date.  These  bills  are  sent  to  his  corre- 
spondent by  different  ships.  Thus  he  secures  the  swiftest 
conveyance,  and  his  remittances  will  not  be  delayed  by  any 
accident  that  may  happen  to  an  individual  ship.  In 
drawing  these  bills,  it  is  always  expressly  stated  whether 
each  bill  be  the  first,  second,  or  third  of  a  set ;  as,  "  Pay 
this  my  first  of  exchange  (the  second  and  third  not  being 
paid)."  On  the  payment  of  any  one  bill,  the  others  are  of 
no  value.  If  a  merchant,  say  at  Paris,  has  a  set  of  bills 
drawn  on  a  merchant  at  London,  he  will  sometimes  send 
over  the  first  bill  to  his  correspondent  in  London,  to  get  it 
accepted,  and  to  retain  it  until  claimed  by  the  holder  of 
the  second.  The  merchant  at  Paris  will  then  wi'ite  on  the 
second  bill,  that  the  first  lies  accepted  at  such  a  house  in 
London.  He  will  then  sell  it  or  pay  it  away.  By  this 
means  he  is  sure  that  the  bill  he  negotiates  will  not  be  re- 
turned to  him,  and  greater  value  is  given  to  his  bill,  not 
only  as  it  has  the  additional  security  of  the  accepter's 
name,  but,  if  it  be  drawn  after  sight,  it  will  become  due  so 
much  the  sooner.  When  the  second  bill  arrives  in  Lon- 
don, the  holder  takes  it  to  the  house  where  the  first  is 
deposited,  and  it  is  immediately  given  up  to  him. 

Foreign  bills  are  often  drawn  at  a  "  usance  "  after  date. 
A  usance  from  Amsterdam,  Rotterdam,  Hamburgh,  or  any 
place  in  Germany,  is  one  month ;  from  France,  thirty 
days ;  from  Spain  and  Portugal,  two  months ;  from  Sweden, 
seventy-five  days  ;  from  Italy,  three  months.  Where  it  is 
necessary  to  divide  a  month  upon  a  half  usance,  which  is 
the  case  when  the  usance  is  either  one  month  or  three,  the 
half  month  is  always  fifteen  days.  Bills  drawn  from 
Russia  are  dated  according  to  the  old  style,  and  twelve 
days  must  be  added  to  the  date,  in  order  to  ascertain  at 
what  time  thev  fall  due. 
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A  bill  is  sometimes  accepted  for  the  honour  of  the 
drawer,  or  of  one  of  the  indorsers.  Thus,  if  a  bill  from 
Hamburgh  be  drawn  upon  a  person  in  London,  who  refuses 
to  accept  it,  another  party,  knowing  the  drawer  or  one  of  the 
indorsers  to  be  a  respectable  man,  may  accept  the  bill  him- 
self, for  the  honour  of  the  party  with  whom  he  is  acquainted. 
By  this  means  he  prevents  the  bill  being  returned  with 
expenses.  This  kind  of  acceptance  renders  him  liable  to 
pay  the  bill  on  the  day  after  it  is  due,  but  he  can  after- 
wards recover  the  amount  from  the  party  for  whose  honour 
he  had  accepted  it,  and,  of  course,  from  all  preceding 
parties.  But,  to  secure  himself,  he  must  not  accept  the 
bill  until  after  it  has  been  protested  for  non-acceptance, 
and  he  must  write,  "  Accepted  for  the  honour  of  A.  B.  & 
Co.,"  upon  the  face  of  the  bill.  And  when  the  bill  is  due, 
he  must  not  pay  it,  until  it  has  been  presented  for  pay- 
ment to  the  drawee. 

Bills  accejited,  and  made  payable  at  a  banking-house,  in 
the  usual  manner,  without  the  addition  of  the  word  only, 
may  be  presented  either  at  the  banking-house,  or  at  the 
residence  of  the  accepter.  In  either  case,  it  is  a  legal  pre- 
sentment,^ as  far  as  regards  the  accej)ter.  In  practice, 
however,  bills  are  always  presented  at  the  place  where  they 
are  made  payable.  If  a  bill  be  addressed  to  a  banking- 
house  or  any  other  place  onlt,  the  payment  cannot  be 
enforced  until  it  has  been  presented  at  that  place.  If  any 
particular  place  of  payment  be  mentioned  in  the  body  of  a 
promissory  note,  it  must  be  presented  there. 

When  bankers  receive  any  unaccepted  bills,  they  send 
them  out  for  acceptance,  if  they  have  four  days  to  run. 
They  are  left  at  the  house  of  the  drawee,  and  are  called 
for  on  the  following  day.  On  the  day  the  bills  are  due,  the 
tellers  present  them  in  the  morning,  at  the  place  where 
'  1  and  2  Geo.  IV.  cap.  78. 
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they  are  made  payable.  If  not  paid  when  presented,  they 
leave  a  printed  notice  or  direction,  of  which  the  following 
is  a  copy  : — 


Billfoi-  £ 
Drawn  by  Mr. 
On  Mr. 
Lies  due  at  Messrs.  Steady  ^  Co., 

No.        Lombard  Street. 


Please  call  between  Two  and  Four  o  clock. 


If  not  paid  by  five  o'clock,  the  bill  is  sent  to  the  notary's. 
It  is  brought  to  the  banking-house  the  following  morning, 
with  the  notary's  ticket  attached  to  it,  stating  the  reason 
why  it  is  not  paid.  The  bill  is  then  returned  to  the  cus- 
tomer. If  it  be  a  foreign  bill,  that  is,  drawn  from  any 
foreign  land,  it  must  be  protested.  Foreign  bills  are  also 
protested  for  non-ac^-^'ptance  ;  but  inland  bills  are  not,  nor 
even  noted,  but  th.--  party  who  remitted  the  bill  to  the 
banking-house  is  advised  of  the  circumstance. 

The  following  is  the  form  of  a  Draft  or  Cheque : — 

No.  457.  London,  May  1,  1827. 

Messrs.  Hope,  Rich,  cf-  Co.,  Lombard  Street. 
Pay  John  Doe,  Esq.,  or  bearer,  the  sum  of  One  Hundred  Pounds, 
£100.  Peter  Thrifty  ^  Co. 


A.  bill  given  for  an  illegal  consideration  cannot  be  en- 
forced by  the  drawer,  but  it  may  be  enforced  by  an  innocent 
liolder  who  had  no  knowledge  of  the  illegal  consideration, 
and  who  received  the  bill  before  it  was  due.  The  principal 
illegal  considerations  are  those  arising  from  usury,  gam- 
bling, and  smuggling.  But  by  the  Act  17  and  18  Vic.  c.  90, 
passed  in  the  year  1854,  the  laws  of  usury  are  abolished. 
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The  following  are  the  Tables  of  Stamp  Duties  upon  Bills 
of  Exchange,  corrected  down  to,  and  including  33  and  34 
Vic.  cap.  97,  1870. 

s.  d. 
Sect.  47.  Bill  of  Exchange,  payable  on  demand  0  1 
Bill  of  Exchange  of  any  other  kind  whatsoever  {ex- 
cept a  Bank  Note)  and  Promissory  Note  of  any 
kind  whatsoever  {except  a  Banh  Note) — drawn, 
or  expressed  to  be  payable,  or  actually  paid  or 
indorsed,  or  in  any  manner  negotiated  in  the 
United  Kingdom : 

Where  tlie  amount   or  value   of   the 
money  for  which  the  bill  or  note  is 
drawn  or  made  does  not  exceed  <£5  , 
Exceeds  £5  and  does  not  exceed  <£10  . 
„      =eiO  „  ^25 

„      ^£25  „  ^50 

„     .850  „  .675, 

„     .275  „  ^100, 

„   .£100 

for  every  .8100,  and  also  for  any 
fractional  part  of  .£100,  of  such 
amount  or  value    .         .         .         .10 

Exemptions. 

Bill  or  note  issued  by  the  Governor  and  Company  of  the 
Bank  of  England  or  Bank  of  Ireland. 

Draft  or  order  drawn  by  any  banker  in  the  United 
Kingdom  upon  any  other  banker  in  the  United  Kingdom, 
not  payable  to  bearer  or  to  order,  and  used  solely  for  the 
purpose  of  settling  or  clearing  any  account  between  such 
bankers. 

Letter  written  by  a  banker  in  the  United  Kingdom  to 
any  other  banker  in  the  United  Kingdom,  directing  the 
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payraent  of  any  sum  of  money,  the  same  not  being  payable 
to  bearer  or  order,  and  such  letter  not  being  sent  or  de- 
livered to  the  person  to  whom  payment  is  to  be  made,  or  to 
any  person  on  his  behalf. 

Letter  of  credit  granted  in  the  United  Kingdom  autho- 
rizing drafts  to  be  drawn  out  of  the  United  Kingdom  pay- 
able in  the  United  Kingdom. 

Government  Drafts,  Orders,  and  Bills. 

Coupon  or  warrant  for  interest  attached  to  and  issued 
with  any  security. 

Sect.  48.  The  term  "  bill  of  exchange"  for  the  purposes 
of  this  Act  includes  also  draft,  order,  cheque,  and  letter  of 
credit,  and  any  document  or  writing  (except  a  hanh  note) 
entitling  or  purporting  to  entitle  any  person,  whether 
named  therein  or  not,  to  payment  by  any  other  person  of 
or  to  draw  upon  any  other  person  for,  any  sum  of  money 
therein  mentioned. 

An  order  for  the  payment  of  any  sum  of  money  by  a  bill 
of  exchange  or  promissory  note,  or  for  the  delivery  of  any 
bill  of  exchange  or  jjromissory  note  in  satisfaction  of  any 
Bum  of  money,  or  for  the  payment  of  any  sum  of  money 
out  of  any  particular  fund  which  may  or  may  not  be 
available,  or  upon  any  condition  or  contingency  which  may 
or  may  not  be  performed  or  happen,  is  to  be  deemed  for  the 
purj  >ses  of  this  Act  a  bill  of  exchange  for  the  payment  of 
money  on  demand. 

An  order  for  the  payment  of  any  sum  of  money  weekly, 
monthly,  or  at  any  other  stated  periods,  and  also  any  order 
for  the  payment  by  any  person  at  any  time  after  the  date 
thereof  of  any  sum  of  money,  and  sent  or  delivered  by  the 
person  making  the  same  to  the  person  by  whom  the  pay- 
ment is  to  be  made,  and  not  to  the  person  to  whom  the 
payment  is  to  be  made,  or  to  any  person  on  his  behalf,  is 
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to  be  deemed  for  the  purposes  of  this  Act  a  bill  of  exchange 
for  the  payment  of  money  on  demand. 

Sect.  49.  The  term  "promissory  note"  means  and  in- 
cludes any  document  or  -writing  (except  a  hank  note)  con- 
taining a  promise  to  pay  any  sum  of  money. 

A  note  promising  the  payment  of  any  sum  of  money  out 
of  any  particular  fund  which  may  or  may  not  be  available, 
or  upon  any  condition  or  contingency  which  may  or  may  not 
be  performed  or  happen,  is  to  be  deemed  for  the  purposes 
of  this  Act  a  promissory  note  for  the  said  sum  of  money. 

Sect.  50.  The  fixed  duty  of  one  penny  on  a  bill  of  ex- 
change for  the  payment  of  money  on  demand  may  be  de- 
noted by  an  adhesive  stamp,  which  is  to  be  cancelled  by  the 
person  by  whom  the  bill  is  signed  before  he  delivers  it  out 
of  his  hands,  custody,  or  power. 

Sect.  51.  The  ad  valorem  duties  upon  bills  of  exchange 
and  promissory  notes  drawn  or  made  out  of  the  United 
Kingdom  are  to  be  denoted  by  adhesive  stamps. 

Every  person  into  whose  hands  any  such  bill  or  note 
comes  in  the  United  Kingdom  before  it  is  stamped  shall, 
before  he  presents  for  payment,  or  indorses,  transfers,  or 
in  any  manner  negotiates,  or  pays  such  bill  or  note,  affix 
thereto  a  proper  adhesive  stamp  or  proper  adhesive 
stamps  of  sufficient  amount,  and  cancel  every  stamp  so 
affixed  thereto. 

Provided  as  follows  : 

If  at  the  time  when  any  such  bill  or  note  comes  into  the 
hands  of  any  hond  fide  holder  thereof  there  is  affixed 
thereunto  an  adhesive  stamp  effectually  obliterated, 
and  purporting  and  appearing  to  be  duly  cancelled, 
such  stamp  shall,  so  far  as  relates  to  such  holder, 
be  deemed  to  be  duly  cancelled,  although  it  may  not 
appear  to  have  been  so  affixed  or  cancelled  by  the 
proper  person. 
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If  at  the  time  when  any  such  bill  or  note  comes  into 
the  hands  of  any  botid  fide  holder  thereof  there  is 
affixed  thereto  an  adhesive  stamp  not  duly  cancelled, 
it  shall  be  competent  for  such  holder  to  cancel  such 
stamp  as  if  he  were  the  person  by  whom  it  was 
affixed,  and  upon  his  so  doing  such  bill  or  note 
shall  be  deemed  duly  stamped,  and  as  valid  and 
available  as  if  the  stamp  had  been  duly  cancelled  by 
the  person  by  whom  it  was  affixed. 
Bttt  neither  of  the  foregoing  provisoes  is  to  relieve  any  per- 
son from  any  penalty  inczirred  by  him  for  not  cancelling  any 
adhesive  stamp. 

Sect.  52.  A  bill  of  exchange  or  promissory  note  purport- 
ing to  be  drawn  or  made  out  of  the  United  Kingdom  is,  for 
the  purposes  of  this  Act,  to  be  deemed  to  have  been  so 
drawn  or  made,  although  it  may  in  fact  have  been  drawn 
or  made  within  the  United  Kingdom. 

Sect.  53.  Where  a  bill  of  exchange  or  promissory  note 
has  been  written  on  material  bearing  an  impressed  stamp 
of  sufficient  amount  but  of  improper  denomination,  it  may 
be  stamped  with  the  proper  stamp  on  payment  of  the  duty, 
and  a  penalty  of  forty  shillings  if  the  bill  or  note  be  not 
then  payable  according  to  its  tenor,  and  of  ten  pounds  if 
the  same  be  so  payable. 

Except  as  aforesaid,  no  bill  of  exchange  or  promissory 
note  shall  be  stamped  with  an  impressed  stamp  after  the 
execution  thereof. 

Sect.  54.  Every  person  who  issues,  indorses,  transfers, 
negotiates,  presents  for  payment,  or  pays  any  bill  of  ex- 
change or  promissory  note  liable  to  duty  and  not  being 
duly  stamped  shall  forfeit  the  sum  of  ten  pounds,  and  the 
person  who  takes  or  receives  from  any  other  person  any 
such  bill  or  note  not  being  duly  stamped  either  in  payment 
or  as  a  security,  or  by  purchase  or  otherwise,  shall  not  be 
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entitled  to  recover  thereon,  or  to  make  the  same  available 
for  any  purpose  whatever. 

Provided  that  if  any  bill  of  exchange  for  the  payment  of 
money  on  demand,  liable  only  to  the  duty  of  one  penny,  is 
presented  for  payment  unstamped,  the  person  to  whom  it 
is  so  presented  may  affix  thereunto  a  proper  adhesive 
stamp,  and  cancel  the  same,  as  if  he  had  been  the  drawer 
of  the  bill,  and  may,  upon  so  doing,  pay  the  sum  in  the 
said  bill  mentioned,  and  charge  the  duty  in  account  against 
*he  person  by  whom  the  bill  was  drawn,  or  deduct  such 
duty  from  the  said  sum,  and  such  bill  is,  so  far  as  respects 
the  duty,  to  be  deemed  good  and  valid. 

But  the  foregoing  proviso  is  not  to  relieve  any  person 
from  any  penalty  he  may  have  incurred  in  relation  to  such 
bill. 

Sect.  55.  When  a  bill  of  exchange  is  drawn  in  a  set  ac- 
coi'ding  to  the  custom  of  merchants,  and  one  of  the  set  is 
duly  stamped,  the  other  o»-  others  of  the  set  shall,  \mless 
issued  or  in  some  manner  negotiated  apart  from  such  duly 
stamped  bill,  be  exempt  from  duty  ;  and  upon  proof  of  the 
loss  or  destruction  of  a  duly  stamped  bill  forming  one  of  a 
set,  any  other  bill  of  the  set  which  has  not  been  issued  or 
in  any  manner  negotiated  apart  from  such  lost  or  destroyed 
bill  may,  although  unstamped,  be  admitted  in  evidence  to 
prove  the  contents  of  such  lost  or  destroyed  bill. 

Prior  to  the  passing  of  the  33  and  34  Vict.  c.  93  (the 
MaiTied  Woman's  Property  Act,  1870),  if  a  woman  ac- 
cepted a  bill  and  married  before  it  became  due,  her  hus- 
band could  be  sued  for  the  amount,  but  she  could  not ; 
but  by  the  above  Act  this  is  not  so  now,  for  that  statute 
(sec.  12),  enacts  that  "  a  husband  shall  not  by  reason  of 
any  marriage  which  shall  take  place  after  this  Act  has  come 
into  operation,  be  liable  for  the  debts  of  his  wife  contracted 
before  marriage,  but  the  wife  shall  be  liable  to  be  sued, 
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and  any  property  belonging  to  lier  for  her  separate  use, 
shall  be  liable  to  satisfy  such  debts  as  if  she  had  continued 
unmarried."  If  a  bill  be  indorsed  to  a  woman,  who  after- 
wards marries,  her  husband  must  indorse  the  bill,  unless 
she  indorses  it  as  the  agent  and  by  the  authority  of  her 
husband.  Should  she  have  occasion  to  sue  any  of  the 
antecedent  parties  to  a  bill,  the  action  may  be  brought  in 
the  name  of  the  husband,  where  the  bill  is  drawn  to 
'*  order,"  otherwise  it  must  be  brought  in  the  joint  names 
of  the  husband  and  the  wife.  If  a  woman  who  is  actually 
married  accepts  a  bill  by  and  with  the  authority  of  her 
husband,  the  acceptance  is  binding  on  the  husband ;  but 
if  she  accepts  a  bill  without  his  authority,  he  cannot  be 
legally  compelled  to  pay  it,  unless  it  were  given  for  articles 
necessary  to  her  support. 

A  person  under  twenty- one  years  of  age,  whether  ac- 
cepter, drawer,  or  indorser  of  a  bill  of  exchange,  cannot  be 
sued  at  law,  except  the  bill  be  drawn  upon  him  for  neces- 
saries ;  but  if  he  draw  a  bill,  and  transfer  it  to  a  third  per- 
son, the  third  party  may  sue  the  accepter.  The  term 
"  necessaries  "  is  generally  considered  to  include  not  only 
those  things  which  are  essential  to  existence,  but  those 
also  which  are  suitable  to  the  rank  of  the  party.  Many 
articles  are  considered  necessary  to  the  son  of  a  nobleman 
which  would  not  be  necessary  to  a  man  of  an  inferior  sta- 
tion in  society. 

If  the  drawee  refuse  to  accept  a  bill,  the  holder  may  im- 
mediately bring  an  action  for  the  amount  against  all  the 
other  parties,  without  waiting  until  the  bill  becomes  due. 
And  should  the  word  "  at  "  be  written  before  the  name  of 
the  drawee,  it  makes  no  difference,  especially  if  it  be 
written  in  such  a  ma.nner  as  if  designed  to  escape  observa- 
tion. But  it  is  the  practice  of  the  London  bankers  to  hold 
bills  refused  acceptance,  and  merely  give  notice  of  the  cir- 
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cumstauce  to  the  party  who  sent  it  to  the  bank.  If,  how- 
ever, it  be  an  inland  bill,  drawn  after  sight,  the  bill  is 
noted  for  non-acceptance.  If  it  be  a  foreign  bill,  it  is  pro- 
tested, and  the  protest  sent  to  the  last  indorser.  If  the 
bill  be  not  paid  when  due,  it  is  then  protested  for  non- 
payment, and  with  the  second  protest  returned  to  the  last 
indorser.  When  a  bill  is  drawn  after  sight,  the  day  on 
which  it  is  noted  or  protested  for  non-acceptance  is  re- 
garded as  the  day  on  which  the  drawee  has  sent  it,  and 
the  time  on  which  it  will  become  due  is  calculated 
accordingly. 

If  the  accepter,  drawer,  and  all  the  indorsers  to  a  bill 
become  bankrupts,  the  holder  may  prove  for  the  full 
amount  under  each  commission,  and  receive  a  dividend 
tinder  each,  provided  he  do  not  receive  altogether  more 
than  20s.  in  the  pound.  But  if  he  receive  a  dividend  under 
one  commission  before  proving  under  the  others,  he  can 
only  prove  for  the  balance. 

If  a  bill  be  lost,  immediate  notice  should  be  given  to  the 
accepter,  and  to  the  bankers  or  other  parties  at  whose 
house  it  may  be  made  payable.  If,  after  such  notice,  they 
pay  the  bill  to  any  person  who  has  not  given  value  for  it, 
they  are  accountable  to  the  loser.  But  a  person  who  has 
given  value  for  a  lost  or  stolen  bill,  to  a  thief,  or  to  a  finder, 
can  recover  the  amount  from  all  the  parties  in  the  same 
way  as  though  he  had  received  it  in  the  course  of  business 
from  the  last  indorser,  provided  the  bill  was  not  specially 
indorsed.  But  if  it  was  specially  indorsed,  and  the  thief  or 
finder  should  have  forged  the  indorsement,  the  holder  can- 
not recover  the  amount,  even  though  he  may  have  given 
value  for  the  bill,  but  he  must  sustain  the  loss. 

If  a  lost  bill  should  have  been  specially  indorsed,  or  if 
the  loser  can  prove  that  the  bill  has  been  destroyed,  he  can 
bring  an  action  against  the  accepter  for  the  amount.     But 
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if  he  cannot  prove  that  the  bill  is  actually  destroyed,  and  it 
was  indorsed  in  blank,  he  cannot  recover  from  the  accepter. 
For  it  is  possible  that  a  finder  may  pass  it  for  a  valuable 
consideration  to  another  party,  "who  would  thus  be  a  bond 
fide  holder,  and  might  compel  the  accepter  to  pay  him  the 
amount.  In  this  case,  therefore,  the  loser  has  no  redress 
in  law,  but  he  may  apply  to  a  court  of  equity,  and  onight 
obtain  an  order  upon  the  accepter  to  pay  the  amount  of  the 
lost  bill  upon  receiving  a  satisfactory  indemnity.  The 
loser  of  a  bill  should  cause  payment  to  be  demanded  from 
the  accepter  the  day  it  falls  due,  and  give  notice  of  dis- 
honour to  the  drawer  and  indorsers,  in  the  same  way  as 
though  he  had  the  bill  in  his  possession. 

A  country  banker  gave  change  for  a  Bank  of  England 
note  for  .£100  which  had  been  stolen.  It  was  done  at  the 
time  of  the  races,  and  immediately  on  opening  the  bank. 
The  party  who  brought  it  stated  he  had  some  bets  to  pay 
at  the  racecoiu'se,  and  gave  a  fictitious  address,  which  was 
written  on  the  note.  The  loser  of  the  note  brought  an 
action  against  the  banker,  and  recovered  the  amount.  The 
judge  who  tried  the  cause  stated  that  in  his  opinion  there 
had  been  laches,  i.e.,  neglect  on  the  part  of  the  bankers 
in  not  making  further  inquiry,  and  under  his  direction  the 
jury  returned  a  verdict  for  the  plaintiff. 

Referring  to  the  above  decision,  Serjeant  Byles  ob- 
serves : — 

"  But  it  is  now  definitely  settled  that  if  a  man  takes 
honestly  an  instrument  made  or  become  payable  to  bearer, 
he  has  a  good  title  to  it,  with  whatever  degree  of  negli- 
gence he  may  have  acted,  unless  his  gross  negligence  induce 
the  jury  to  find  fraud."  ^ 

The  following  case  was  tried  in  the  Court  of  Queen's 
Bench : — 

'  Byles  on  Bills  of  Exchange,  page  126. 
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The  question  involved  was  the  right  of  money-changers 
to  take  Bank  of  England  notes  in  disregard  of  notices 
that  they  had  been  stolen.  The  action  was  brought  by 
Messrs.  Adam  Spielmann  and  Co.,  of  London,  as  corre- 
spondents of  Messrs.  Meyer  Spielmann  and  Co.,  of  Paris,  to 
recover  the  amount  of  two  Bank  of  England  notes  for  d£500 
each,  which  had  formed  portions  of  notes,  for  the  value  in 
all  of  d£3,000,  stolen  from  Messrs.  Brown,  Shipley,  and  Co., 
of  Liverpool.  The  notes  were  stolen  in  November,  1852, 
and  it  was  proved  that  notices  of  the  robbery  were 
delivered  at  the  places  of  business  of  both  firms.  One  of 
the  notes  was  alleged  to  have  been  received  by  Meyer 
Spielmann  and  Co.,  in  Paris,  from  a  person  giving  the 
Dame  of  G.  E.  Howard,  and  the  other  from  A.  Monteaux,  a 
money-changer  in  Paris,  which  note  also  had  the  name  of 
G.  F.  Howard  upon  it.  Both  notes  were  remitted  by 
Messrs.  Meyer  Spielmann  and  Co.  to  Messrs.  Adam  Spiel- 
mann and  Co.,  and  received  by  them  in  London.  On 
behalf  of  the  plaintiff  it  was  contended  that,  the  notes 
having  been  taken  in  the  ordinary  course  of  business,  he 
was  entitled  to  recover  upon  them.  Lord  Campbell  left  to 
the  jury  the  question  whether  Meyer  Spielmann  took  the 
notes  bo7id  fide  and  for  value  ;  whether  Adam  Spielmann 
received  them  bond  fide  as  a  remittance  ;  and  whether  the 
notices  were  left  at  the  j)laces  of  business  of  both  parties. 
The  jm-y  found  that  Meyer  Spielmann  and  Co.  did  not 
take  the  notes  bo7id  fide  for  value ;  that  Adam  Spielmann 
and  Co.  did  take  them  bond  fide  as  a  remittance ;  and  that 
the  notices  were  duly  received.  Upon  this  finding.  Lord 
Campbell  directed  a  verdict  to  be  entered  for  the  Bank  of 
England." 

The  Editor  of  the  "Bankers'  Magazine"  observes: — 
"  It  is  hoped  that  this  decision  will  have  the  effect  of 
preventing  the  practice,  which  has  become  too  common,  of 
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taking  stolen  notes,  wliicli  cannot  be  passed  in  England, 
to  the  chief  cities  of  Europe, and  ttiere  obtaining  the  amount 
through  money-changers,  who  afterwards  claim  the  value 
from  the  Bank,  on  the  ground  that  the  notes  have  been 
taken  in  due  course  of  business,  although,  in  fact,  no  suffi- 
cient inquiry  has  been  made  as  to  the  bona  fides  of  the  trans- 
action, or  the  respectability  of  the  parties  presenting  them."  ^ 

But  in  a  similar  action  brought  by  Messrs.  Eaphael  and 
Co.  on  the  part  of  Messrs.  St.  Paul  and  Co.,  of  Paris, 
against  the  Bank  of  England,  for  the  amount  of  another 
of  these  stolen  notes,  the  verdict  was  for  the  plaintiff.  The 
following  were  the  points  on  which  the  jury  were  directed 
to  decide  : — 

"1.  Was  the  money  paid  ?  2.  Were  the  notices  served 
on  St.  Paul  and  Co.  ?  3.  Did  they  know  of,  and  had  they 
the  means  of  knowledge  of  the  robbery  at  the  time  they  dis- 
counted the  note  ?  The  jury,  after  retiring  for  three- 
quarters  of  an  hour,  found,  in  answer  to  these  questions : 
— 1.  That  Messrs.  St.  Paul  gave  full  value  for  the  note. 
2.  That  the  notices  were  L^erved.  3.  That  the  notices  were 
not  taken  proper  care  of,  and  that  St.  Paul  had  the  means 
of  knowledge  if  he  had  taken  proper  care  of  the  notices, 
but  that  he  did  not  know  of  the  loss  at  the  time ;  and, 
lastly,  that  the  plaintiff  took  the  note  bond  fide. 

"  Verdict  for  the  plaintiff — d£534.  Execution  to  be 
stayed,  but  no  points  reserved." 

Any  material  alteration  of  a  bill  of  exchange  vitiates  the 
bill,  and  it  cannot  be  legally  enforced  against  any  of  the 
parties,  unless  the  alteration  be  made  before  the  bill  be 
accepted,  and  also  before  it  has  passed  out  of  the  hands  of 
the  drawer. 

Thus,  if  a  bill  be  left  for  acceptance  by  the  drawer,  and 
the  drawee  alter  the  date,  time,   or  the  amount  of  bill, 

'  "  Bankers'  Magazine,"  Mui'ch,  1855. 
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and  then  accept  it,  the  alteration  does  not  affect  the 
validity  of  the  bill :  but  if  the  bill  be  left  for  acceptance 
by  a  third  party,  and  the  drawee  then  alters  and  accepts 
the  bill,  the  bill  is  vitiated.  Any  alteration  in  the  date, 
sum,  time,  name  of  drawer  or  payee,  or  appointing  a  new 
place  of  payment,  is  amaterial  alteration,  and  requires  a  new 
stamp.  But  any  alteration  made  only  with  a  view  of  cor- 
recting a  mistake  does  not  vitiate  a  bill,  provided  it  be  made 
with  the  concurrence  of  all  the  parties.  If  a  drawee  accepts 
a  bill,  and  before  he  gives  the  bill  out  of  his  possession 
cancels  his  acceptance,  he  cannot  be  compelled  to  pay  it. 

A  bill  must  be  presented  in  reasonable  time.  But  what 
is  a  reasonable  time  is  a  question  of  consideration  for  the 
jury,  and  the  decision  has  varied  according  to  circum- 
stances. If  a  bill  be  presented  at  a  banker's  after  the 
hour  of  business,  the  presentment  is  not  in  reasonable 
time.  Nevertheless  such  a  presentment  is  a  legal  present- 
ment, if  the  banker  or  any  person  on  his  behalf  should  be 
there  to  give  an  answer  to  the  party  presenting  it. 

Cheques,  and  notes  payable  on  demand,  should  also  be 
presented  for  payment  within  a  reasonable  time  after  they 
are  received.  It  has  been  held  that  a  person  who  receives 
a  cheque  is  not  bound  to  present  it  at  the  banker's  till  the 
next  morning  ;  and  if  the  bank  was  at  a  distance,  he  was 
not  bound  to  put  the  cheque  into  the  post-office  until  the 
next  day.  But,  perhaps,  it  would  not  be  safe  to  rely  upon 
these  decisions.  No  general  rule  can  be  given  ;  for  the 
time  which  may  be  reasonable  in  one  case  may  be  un- 
reasonable in  another. 

If  a  banker  receives  a  bill  or  note  by  post,  he  is  not 
required  to  present  it  until  the  next  day. 

"  A  man  taking  a  bill  or  note  payable  on  demand,  or  a 
cheque,  is  not  bound,  laying  aside  all  other  business,  to 
present  or  transmit  it  for  payment  the  very  first  oppor- 
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tunity.  It  has  long  since  been  decided,  in  numerovis  cases, 
that,  though  the  party  by  -whom  the  bill  or  note  is  to  be 
paid  live  in  the  same  place,  it  is  not  necessary  to  present 
the  instrument  for  payment  till  the  morning  next  after 
the  day  on  which  it  was  received.  And  later  cases  have 
established,  that  the  holder  of  a  cheque  has  the  whole  of 
the  banking  hours  of  the  next  day  within  which  to  present 
it  for  payment."  ' 

In  the  following  case  it  was  decided  that  the  present- 
ment of  a  bill  of  exchange  at  the  Clearing-house  is  a  legal 
presentment. 

"  On  the  11th  September,  between  one  and  two  o  clock, 
the  defendants  gave  the  plaintiffs  a  cheque  upon  Bloxam 
and  Co.,  the  bankers,  in  payment  for  goods.  The  plaintiffs 
lodged  the  cheque  with  Messrs.  Harrison,  the  bankers,  a 
few  minutes  after  four  ;  and  they  presented  it  between  five 
and  six  to  Bloxam  and  Co.,  who  marked  it  as  good.  It 
was  proved  to  be  the  usage  among  London  bankers  not  to 
pay  any  cheque  presented  by  or  on  behalf  of  another 
banker  after  four  o'clock,  but  merely  to  mark  it  if  good, 
and  pay  it  next  day  at  the  clearing-house.  On  the  12th 
at  noon  Harrison's  clerk  took  this  cheque  to  the  clearing- 
house, but  no  person  attended  for  Bloxam  and  Co.,  who 
stopped  payment  at  nine  on  that  morning,  and  the  cheque 
was  therefore  treated  as  dishonoured.  The  plaintiffs,  in 
going  with  the  cheque  to  Harrison's,  passed  Bloxam's 
house.  On  a  case  stating  these  facts,  the  court  held  that 
there  had  been  no  laches  in  the  plaintiffs,  in  not  presenting 
the  cheque  to  Bloxam  and  Co.  on  the  11th  for  payment, 
or  in  his  bankers  in  not  presenting  it  at  the  banking 
house,  but  merely  at  the  clearing-house,  and  therefore 
gave  judgment  for  the  plaintifl"."  ' 

'   Byles's  Law  of  Bills  of  E.xchange.  page  12o. 
-  Bayley  on  Bills  of  Exchanae. 
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Bills  may  be  negotiated  after  they  are  due,  but  the 
party  receiving  an  over-due  bill  cannot  acquire  a  claim 
which  the  party  holding  the  bill  did  not  possess.  For 
instance,  one  party  may  draw  an  accommodation  bill  upon 
another.  As  in  this  case  no  value  had  been  given,  the 
drawer  could  not  sue  the  accepter  for  the  amount.  But  if 
the  drawer  had  passed  this  bill  for  value  to  a  third  party 
'before  it  became  due,  that  party  could  sue  the  accepter. 
But  if  the  drawer  passed  it  to  a  third  party  even  for  value 
after  it  became  due,  the  third  party  could  not  sue  the  accep- 
ter, but  would  stand  in  the  same  situation  as  the  drawer. 

If  a  party  lodge  bills  with  a  banker  for  the  purpose  of 
being  collected,  and  the  amount  when  received  to  be  placed 
to  his  credit,  and  the  banker  gets  them  discounted,  and 
applies  the  money  to  his  own  use,  the  customer  has  no 
redress  except  against  the  banker.  The  party  who  has 
given  value  for  the  bills  to  the  banker  can  enforce  pay- 
ment of  them. 

As  the  giving  notice  of  the  dishonour  of  a  bill  or  cheque 
is  of  considerable  practical  importance,  I  shall  make  a  few 
extracts  upon  the  subject  from  Mr.  Justice  Bay  ley's  trea- 
tise on  Bills  of  Exchange  : — - 

"  Though  no  prescribed  form  be  necessary  for  notice  of 
the  dishonour  of  a  bill  or  note,  it  ought  to  import  that 
the  person  to  whom  it  is  given  is  considered  liable,  and 
that  payment  from  him  is  expected. 

"And  the  notice  ought  to  import  that  the  bill  or  note  has 
been  dishonoured  :  a  mere  demand  of  payment  and  threat 
of  law  proceedings  in  case  of  non-payment  is  not  sufficient. 

"  Especially  if  such  demand  be  made  on  the  day  the 
bill  or  note  becomes  due. 

"  Notice  must  be  given  of  a  failure  in  the  attempt  to 
procure  an  acceptance,  though  the  application  for  such 
acceptance  might  have  been  unnecessary ;  otherwise  the 
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person  guilty  of  the  neglect  may  lose  his  remedy  i;pon  the 
bill. 

"  The  notice  must  come  from  the  holder,  or  from  some 
party  entitled  to  call  for  payment  or  reimbursement. 

"A  notice  from  the  holder  or  any  other  party  will  insure 
to  the  benefit  of  every  other  party  who  stands  between  the 
person  giving  the  notice,  and  the  person  to  whom  it  is 
given.  Therefore,  a  notice  from  the  last  indorsee  to  the 
drawer  will  operate  as  a  notice  from  each  indorsee. 

"  It  is,  nevertheless,  prudent  in  each  party  who  receives 
a  notice,  to  give  immediate  notice  to  those  parties  against 
whom  he  may  have  right  to  claim  ;  for  the  holder  may  have 
omitted  notice  to  some  of  them,  and  that  will  be  no  pro- 
tection, or  there  may  be  difficulties  in  proving  such  notice. 
"  A  notice  the  day  the  bill  or  note  becomes  due  is  not 
too  soon ;  for  though  payment  may  still  be  made  within 
the  day,  non-payment  on  presentment  is  a  dishonour. 

"  To  such  of  the  parties  as  reside  in  the  place  where  the 
presentment  was  made,  the  notice  must  be  given  at  the 
farthest  by  the  expiration  of  the  day  following  the  refusal : 
to  those  who  reside  elsewhere,  by  the  j^ost  of  that  or  the 
next  post  day.  Each  party  has  a  day  for  giving  notice, 
and  he  is  entitled  to  the  whole  day ;  at  least,  eight  or  nine 
o'clock  at  night  is  not  too  late.  ,  He  will  be  entitled  to 
the  whole  day,  though  the  post  by  which  he  is  to  send  it 
goes  out  within  the  day ;  and  though  tliere  be  no  post 
the  succeeding  day  for  the  place  to  which  he  is  to  send. 
Therefore,  where  the  notice  is  to  be  sent  by  the  post,  it 
will  be  sufficient  if  it  be  sent  by  the  post  of  the  following 
day.  Or,  if  there  be  no  post  the  following  day,  the  day 
after. 

"  Where  a  party  receives  notice  on  a  Sunday,  he  is  in 
the  same  situation  as  if  it  did  not  reach  him  till  the  Mon- 
day :  he  is  not  bound  to  pay  it  any  attention  till  the  Mon- 
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day,  and  has  the  whole  of  Monday  for  the  purpose.  So,  if 
the  day  on  which  notice  ought  thus  to  be  given  be  a  day 
of  public  rest,  as  Christmas- day  or  Good  Friday,  or  any 
day  appointed  by  proclamation  for  a  solemn  fast  or 
thanksgiving,  the  notice  need  not  be  given  until  the  fol- 
lowing day. 

"And  it  has  been  held  that  where  a  man  is  of  a  re- 
ligion which  gives  to  any  other  day  of  the  week  the 
sanctity  of  Sunday,  as  in  the  case  of  the  Jews,  he  is  en- 
titled to  the  same  indulgence  as  on  that  day. 

"  "Where  Christmas- day,  or  such  day  of  fast  or  thanks- 
giving, shall  be  on  a  Monday,  notice  of  the  dishonour  of 
bills  or  notes  due  or  payable  the  Saturday  preceding  need 
not  be  given  until  the  Tuesday. 

"And  Grood  Friday,  Christmas-day,  and  any  day  of  fast 
or  thanksgiving,  shall,  from  10th  April,  1827,  as  far  as  re- 
gards bills  or  notes,  be  treated  and  considered  as  Sunday. 

"  But  these  provisions  do  not  apply  to  Scotland. 

"  If  the  holder  of  a  bill  or  note  place  it  in  the  hands  of 
his  banker,  the  banker  is  only  bound  to  give  notice  of  its 
dishonour  to  his  customer,  in  like  manner  as  if  the  banker 
were  himself  the  holder,  and  his  customer  were  the  party 
next  entitled  to  notice. 

"  And  the  customer  has  the  like  time  to  communicate 
such  notice,  as  if  he  had  received  it  from  a  holder. 

"And  therefore,  by  thus  placing  a  bill  or  note  in  a 
banker's  hands,  the  number  of  persons  from  whom  notice 
must  pass  is  increased  by  one. 

"  Thus  notice  sent  by  a  London  banker  to  a  London  cus- 
tomer, the  day  after  the  dishonour,  is  in  time  ;  and  if  the 
customer  communicate  that  notice  the  day  following,  that 
will  be  in  time  also. 

"  It  is  no  excuse  for  not  giving  notice  the  next  day 
after   a  party  receives  one,  that   he  received  his  notice 
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earliei'  than  the  preceding  parties  were  bound  to  give  it ; 
and  that  he  gave  notice  within  what  would  have  been 
proper  time  if  each  preceding  party  had  taken  all  the 
time  the  law  allowed  him.  The  time  is  to  be  calculated 
according  to  the  period  when  the  party  in  fact  received 
his  notice.  Nor  is  it  any  excuse  that  there  are  several 
intervening  parties  between  him  who  gives  the  notice,  and 
defendant  to  whom  it  is  given ;  and  that  if  the  notice 
had  been  communicated  through  these  intervening  par- 
ties, and  each  had  taken  the  time  the  law  allows,  the 
defendant  woidd  not  have  had  the  notice  sooner. 

"  Sending  a  verbal  notice  to  a  merchant's  counting-house 
in  the  ordinary  hours  of  business,  at  a  time  when  he  or 
some  of  his  people  might  reasonably  be  expected  to  be 
there,  is  sufficient ;  it  is  not  necessary  to  leave  or  to  send  a 
wi'itten  notice,  or  to  send  to  the  house  where  he  lives. 
Sending  notice  by  the  post  is  sufficient,  though  it  be  not 
received ;  and  where  there  is  no  post,  it  is  sufficient  to  send 
by  the  ordinary  mode  of  conveyance. 

"And  it  is  not  essential  the  notice  should  be  sent  by  the 
post  where  there  is  one ;  sending  to  an  agent  by  a  private 
conveyance,  that  he  may  give  the  notice,  is  sufficient,  if 
the  agent  give  the  notice,  or  take  due  steps  for  the  pur- 
pose, without  delay. 

"  Notice  to  one  of  several  partners  is  notice  to  all :  and 
when  a  bill  has  been  drawn  by  a  firm  upon  one  of  the 
partners,  and  by  him  accepted  and  dishonoured,  it  is  un- 
necessary to  give  notice  of  such  dishonour  to  the  firm  ;  for 
this  must  necessarily  be  known  to  one  of  them,  and  the 
knowledge  of  one  is  the  knowledge  of  all. 

"  Upon  an  acceptance  payable  at  a  banker's,  notice  of 
non-payment  need  not  be  given  to  the  accepter,  for  he 
makes  the  bankers  his  agents ;  presentment  to  them  is 
presentment  to  hiiu. 
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"A  peraou  who  has  been  once  discharged  by  laches  from 
his  liability  on  a  bill  or  note,  is  always  discharged.  And, 
therefore,  where  two  or  more  parties  to  a  bill  or  note  have 
been  so  discharged,  but  one  of  them,  not  knowing  of  the 
laches,  pays  it,  he  pays  it  in  his  own  wrong,  and  cannot 
recover  the  money  from  another  of  such  parties." 

Formerly  bills  of  exchange  constituted  a  large  proportion 
of  the  circulating  medium  of  Lancashire,  and  supplied  the 
place  of  country  notes.  The  following  account  is  given  by 
J.  Gladstone,  Esq.,  M.P.,  before  a  Parliamentary  Com- 
mittee : — 

"  We  sell  our  goods,  not  for  payments  in  cash,  such  as 
are  usual  in  other  places,  but  generally  at  credits  from  ten 
days  to  three  months,  to  be  then  paid  for  in  bills  on  London 
at  two  or  three  months'  dates ;  those  bills  we  pay  to  our 
bankers,  and  receive  from  them  bills  or  cash  when  we  have 
occasion  for  either,  to  make  our  payments.  The  bank  notes 
or  gold  we  require  for  our  ordinary  purposes  and  charges 
of  merchandise  of  every  description.  The  account  is  kept 
floating.  The  interest  on  both  sides  is  calculated  at  the 
same  rate,  at  present  five  per  cent.  Last  year  the  rate  was 
reduced  to  four ;  and  the  banker  charges  a  commission  of 
a  quarter  per  cent,  on  the  amount  of  one  side  of  the  ac- 
count ;  that  charge  is  his  remuneration,  and  that  of  his 
bankers  in  London,  for  paying  our  acceptances  there,  both 
inland  and  foreign.  The  account  fluctuates,  depending  on 
the  confidence  the  banker  may  have  in  his  customers  ;  if 
that  confidence  is  entire,  the  customer  is  occasionally  in 
his  banker's  debt,  but  more  frequently  the  balance  is  in  his 
favour. 

"  Does  that  extend  to  the  whole  of  Lancashire  ?— I  be- 
lieve the  system  at  Manchester,  Preston,  and  the  other 
principal  towns,  is  similar ;  I  am  not  aware  of  any  other. 
There  are  some  small  country  bankers  in  the  neighbour- 
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hood  of  Manchester,  who  issue  promissory  notes,  but  I 
do  not  know  anything  of  their  practice  :  none  of  the  more 
respectable  banks  in  Lancashire  do  issue  them."  ' 

"  If  I  sell  a  thousand  pounds'  worth  of  goods  to  a  whole- 
sale grocer,  or  any  other  person  who  again  distributes 
them  to  his  customers  in  the  country,  when  he  comes  to 
pay  me  the  ^£1,000,  he  will  do  so  in  bills,  running  from  d£10 
to  any  other  sum;  the  =£1,000  may  be  paid  in  twenty  or 
thirty  bills  of  exchange,  drawn  on  London,  and  generally 
at  two  and  sometimes  three  months'  date."  ^ 

Mr.  Lewis  Loyd,  of  the  firm  of  Messrs.  Jones,  Loyd,  and 
Co.,  estimated  in  1826  that  the  circvilation  of  Manchester 
consists  of  nine  parts  bills  of  exchange,  and  the  tenth  part 
gold  and  Bank  of  England  notes.  Others  thiak  the  pro- 
portion is  as  high  as  twenty  to  one,  or  even  fifty  to  one.^ 
Mr.  Loyd  stated  he  had  seen  bills  of  ,£10  with  120  indorse- 
ments upon  them  ;  and  when  the  stamp  duties  were  lower, 
bills  were  drawn  of  a  less  amount.  He  gives  the  follow- 
ing criteria  of  accommodation  bills  :  "  Bills  that  are  issued 
for  speculation  generally  travel  to  London  very  rapidly, 
with  very  few  indorsements  upon  them  ;  they  are  wanted 
to  be  converted  into  bank  notes  immediately,  and  come 
quite  clean,  and  without  any  marks  of  negotiation  upon 
them ;  and  besides  that,  we  know  the  parties  upon  them 
pretty  well."  In  Scotland  an  accommodation  bill  is  called 
a  wind  bill. 

It  may  be  mentioned,  that  after  the  establishment  of 
branches  of  the  Bank  of  England  at  Manchester  and  Liver- 
pool, the  bill  circulation  of  Lancashire  was  considerably 
diminished.  Most  of  the  banks  made  agreements  with  the 
bi'anch  Bank,  stipulating  that,  in  consideration  of  having  a 

'  Lords,  216.  Gladstone.  ^  Lords,  227,  Gladstone. 

'  See  Evidence  of  Lewis  Loyd,  Esq.,  and  of  ]\Ir.  Henry  Burgess, 
before  tlic  Committee  of  the  House  of  Lords,  pp.  294,  298. 
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certain  amount  of  discount  at  a  reduced  rate  of  interest, 
they  would  not  issue  for  local  circulation  any  bills  tliey 
had  discounted  for  their  customers.  These  agreements 
have  been  modified  since  the  Act  of  1844,  but  still  the 
main  circulation  of  Lancashire  consists  of  Bank  of  Eng- 
land notes.  It  would  not  now  be  possible  to  find  a  bill 
with  120  indorsements. 

As  many  bills  drawn  in  foreign  languages  pass  through 
the  hands  of  a  London  banker,  it  may  be  useful  to  give  a 
list  of  some  of  those  words  which  express  the  amount  and 
the  time,  the  two  main  points  in  a  bill  of  exchange : — 


English .  . 
German 

Dutch    .  , 

French  .  . 

Italian  .  . 
Spanish 
Portuguese , 
Swedish 

Danish  .  . 


One      Two     Three    Sixty 
Ein      Zwei    Drei       Sechzig 
Een      Twee   Drie       Zest  iff 


Un  Deux  Trois 

Uno  Due  Tre 

Uno  Dos  Tres 

H  um  Dous  Tres 

En  Twa  Tre 


Soixante 

Sessanta 
Sesenta 
Secenta 
Sexti 


Een      To        Tre        Tredsindstyve 


Ninety. 
Neunzig. 
Negentig. 
Quatre-vingt-dix,  or 

Nonante, 
Nonanta,  or  Novanta. 
Noventa. 
Noventa. 
Nitti. 
Halvfemtesindstyvb 


English  . 

German  . 
Dutch 
French 
Italian 

Spanish  . 

Portuguese 

Swedish  . 

Danish  . 

English  , 

German  . 
Dutch 


Two  Months  after  date. 
Zwei  Monate  nach  dato. 
Twee  Maanden  na  dato. 
A  deux  mois  de  date. 
A  due  mesi  dopo  data. 
A  dos  meses  de  la  fecha. 
A  dos  meses  data, 
A  dous  mezes  de  data. 
Twa  Mauander  if  ran  dato. 
To  maaneder  efter  dato. 

Three  days  after  sight. 
Drei  tage  nach  sicht. 
Drie  dagen  na  zigt. 
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French 

.     A  trois  jours  de  vue. 

(  A  tre  giorni  vista. 
'  I  A  tre  giorni  dopo  vista 

Italian 

Spanish    . 

.     A  tres  dias  vista. 

Portuguese 

.     A  tres  dias  vista. 

Swedish    . 

.     Tre  dagar  efter  sigt. 

Danish     .         .         .     Tre  dage  efter  sigt.^ 

In  all  the  above  languages,  "  at  sight "  is  usually  ex- 
pressed by  a  vista,  except  the  French,  which  expresses  it 
by  a  vue.  "  At  usance  "  is  expressed  by  a  uso  or  ad  uso. 
The  names  of  the  months  so  nearly  resemble  the  English, 
that  a  mistake  can  but  rarely  occur. 

The  following  are  forms  of  bills  in  each  of  the  above- 
mentioned  languages  : — 


French. 

Lille,  le  28  Septembre,  18     .  Bon  pour  £158  9  Sterlings. 

Au  vingt-cinq  Bice mhrc  prochain,  pay ez  par  ce  mandat  a.  Vordre  de 
nous-memes  la  somme  de  cent  cinquante-huit  livres  sterlings  9  schellings 
valeur  en  nous-memes  et  que  pajserez  stiivant  Vavis  de 


A  Messrs. - 


a  Londres. 


German. 

Nilmberg,  dm  28  October,  18     .  Pro  £100  Sterling. 

Zici'i  Monate  nach  dato  zahlen  Siegegen  diesen  Prima  Wechsel  an  die 

Ordre  des  Herrn Ei7i  Himdert  Pfund  Sterling  den 

Werth  erhalten.    Sir.  bringen  solche  auf  Bechnung  laut  Bericht  von  der 


Herrcn  _ 


London. 


'  These  phrases  are  taken  i'rom  a  small  pamphkt.  called  "  The  Inter- 
preter," compiled  and  translated  by  a  Membei"  of  the  Society  of  rublic 
Notaries  in  London. 
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Dutch. 

Grouw,  den  \st  Xoveinbcr,  18     .  ^^oor  £59   17  6 

Twee  maaiiden  na  dato  gelievc  UEd  te  betalen  voor  dezen  omen 

prima  Wissdbrief  de  secunda  niet  hetaald  eyndc  aan  de  ordre  van  de 

Hccrcn   negen  4'  vf/fiig  Ponden  zeventien  schelling  ffn 

zcspences  sterling,  de  waarde  in  reJcening  UEd  stelle  het  op  rekeiiing 

met  of  sondcr  advys  van.  

dp  Heer 

te.  London. 


Italian. 
Livomo,  le  25  Settembre,  18     .  Per  £500  Sterlins. 

A  Tre  mesi  data  pagate  per  questa  prima  de  Cambio  {una  sol  volta) 

aW  ordine ,  la  somma  di  Lire  cinque  cento 

stcrline  valuta  cambiata,  e  ponete  in  conto  M.  S.  secondo  I'avviso  Addic 


Al- 


Londra. 


Spanish. 

Malaga,  a  20  de  Setb''''  de  18     .  Son  £300. 

A  noventa  dias  fecha  se  serviran  V'  mandar  pagar  por  esta  primera 

de  cambio  a  la  orden  de  loss  (S""*        Tres  cientas  libras 

Esterlinas  en  oro  o  plata  valor  recibido  de  dhos  S''"  que  anotaran  valor 
en  cuenta  segun  aviso  de 

A  los  .S'« 
Londres. 


PORTCGUESE. 

£600  Esterlinas.  Lisbon,  aos  8  de  Dezembro  de  \%     . 

A  Sessenta  dias  de  vista,  precizos  pagar  a   V por 

esta  nossa  unica  via  de  Letra  Segura,  a  nos  ou  a  nossa  Ordem  a  quantia 
acima  de  Seis  Centas  Livras  Esterlinas  valor  de  nos  recebido  em  Fa- 
zmidas,  que  passer  a  em  Comta  segundo  o  aviso  de 

Ao  SenT " 

Londres, 
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Swedish. 

Bjm-ncberg,  den  23  Scpteiiiher,  18     .  For  £  Sterl.  100. 

Nittio  Dagar  cfter  dato  behagade  H.  H.  emot  denna  prima  Wexel 

{sccundo  obetald)  betala  till  Herr elle  ordres  Etthun- 

dra  Fund  Sterling  som  stalles  i  rakning  enligt  avis. 


Herrar- 


Lotidon. 


Danish. 
Kjobenhavn,  9  December,  18    .  Rbae  4,000. 

Tre  maaneder  efter  dato  behager  de  at  betale  dome  Pritna  Vexel, 

secunda  ikke,  til  Herr eller  ordre  med  Fire  Tvsinde 

Rigsbank  Daler,  Valutta  modtaget  og  stilles  i  Regning  ifdlge  advis. 


Herrer- 


London. 


The  following  quotations  from  Waterston's  "  Commercial 
Dictionary  " '  will  serve  to  explain  the  operations  connected 
with  foreign  bills  of  exchange : — 

"  A  foreign  bill  of  exchange  is  an  order  addressed  to  a 
person  residing  abroad,  directing  him  to  pay  a  determi- 
nate sum  of  foreign  money  to  the  person  in  whose  favour 
it  is  drawn,  or  to  his  order.  The  amount  of  foreign  money, 
therefore,  to  be  paid  is  j&xed  by  the  bill ;  but  the  amount 
of  British  money  (or  money  of  the  coimtry  in  which  the 
drawer  resides),  to  be  given  for  the  purchase  of  the  bill,  is 
by  no  means  fixed,  but  is  continually  varying." 

"  Of  the  two  terms  of  comparison  between  the  money 
of  one  place  and  that  of  another,  one  is  fixed,  the  other 

'  "  A  Cyclopjedia  of  Commerce,  Mercantile  Laws,  Finance,  Commercial 
(jeuyraphy,  and  Navigation,"  by  William  Waterston,  Esq. 
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is  variable.  The  place  whose  money  is  reckoned  at  the 
fixed  price  is,  in  commercial  language,  said  to  receive  the 
variable  price :  the  other  is  said  to  give  the  variable  price. 
Hence  the  higher  the  exchange  between  any  two  places, 
the  more  it  is  in  favour  of  that  which  receives  the  variable 
price ;  the  lower,  the  more  in  favour  of  that  which  gives 
the  variable  price  ; — the  exchange  being  said  to  be  favour- 
able or  unfavourable  to  any  place,  according  as  a  smaller 
or  larger  amount  of  the  currency  of  that  place  is  required 
for  discharging  a  given  amount  of  foreign  payments.  Thus 
London  receives  from  Paris  a  variable  number  of  francs 
and  centimes  for  ^1  sterling ;  and  taking  the  par  at  25 
francs  34  centimes  for  £1,  exchange  will  be  5  per  cent,  in 
favour  of  London  when  it  rises  to  26  francs  62  centimes, 
and  about  5  per  cent,  against  London  when  it  falls  to  24 
francs  7  centimes." 

"  Bill  merchants  study  the  exchanges,  not  only  between 
the  place  at  which  they  reside  and  all  other  places,  but 
also  between  all  those  other  places  themselves,  by  which 
means  they  are  generally  enabled  to  realize  a  profit  by 
buying  bills  in  one  place  and  selling  them  in  another  ; — 
in  this  way  preventing  any  great  fall  in  the  price  of  bills 
in  those  countries  in  which  the  supply  exceeds  the  demand, 
and  any  great  rise  in  those  countries  in  which  the  supply 
happens  to  be  deficient.  Sometimes  exchange  operations 
are  conducted  with  little  outlay  of  capital.  Thus,  if  a  bill 
merchant  in  London  can  sell  a  bill  on  Amsterdam  at  half 
per  cent,  premium,  and  buy  one  at  Paris  at  half  per  cent, 
discount,  and  with  the  latter  buy  one  at  Paris  on  Amster- 
dam at  par,  he  will  have  gained  1  per  cent,  by  the  trans- 
action, without  the  employment  of  any  capital ; — the  bill 
remitted  from  Paris  to  Amsterdam  arriving  in  time  to 
meet  the  bill  drawn  there  upon  his  correspondent.  Again, 
a  bill  mei'chant,  in  order  to  take  advantage  of  a  premium 

u 
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on  the  exchange,  may  obtain  a  credit  abroad  upon  which 
he  may  draw  bills,  under  the  calculation  that  at  some 
future  and  not  very  distant  period  he  will  be  able  to  re- 
place the  funds  at  a  lower  rate  of  exchange,  and  thereby 
realize  a  profit  by  the  operation.  The  central  points  for 
such  transactions  are  Hamburgh,  Amsterdam,  Vienna, 
Paris,  New  York,  and  above  all,  London,  the  great  money 
change  of  the  world." 

"  In  this  country  the  buying  and  selling  of  bills  on 
foreign  countries  is  conducted  by  brokers,  all  such  trans- 
actions centring  in  the  metropolis.  In  London  the  days 
for  the  negotiation  of  foreign  bills  are  Tuesdays  and 
Fridays,  the  foreign  post  days,  as  they  are  still  called.  The 
brokers  go  round  to  the  principal  merchants,  and  discover 
whether  they  are  buyers  or  sellers  ;  and  a  few  of  the  more 
influential,  after  ascertaining  the  state  of  the  market, 
suggest  a  price  at  which  the  greater  part  of  the  transac- 
tions are  settled,  with  such  deviations  as  particular  bills 
may  be  subject  to  from  their  high  or  low  credit.  For  the 
bills  they  buy  on  one  post-day,  houses  of  established 
credit  pay  on  the  following  post-day,  when  they  receive  the 
second  and  third  bills  of  the  set ;  foreign  bills  being  usually 
drawn  in  sets  of  three.  The  brokerage  charged  on  bills  is 
1  per  mille,  or  one-tenth  per  cent. 

"  On  the  evenings  of  Tuesdays  and  Fridays,  the  market 
rates  for  bills  on  all  the  principal  foreign  cities,  with  the 
current  prices  of  bullion,  are  published  in  Wetenhall's 
'  Course  of  the  Exchange.'  " 

The  real  par  of  exchange  between  two  countries  is  that 
by  which  an  ounce  of  gold  in  one  country  can  be  replaced 
by  an  ounce  of  gold  of  equal  fineness  in  the  other  country. 
In  England  gold  is  the  legal  tender,  and  its  price  is  fixed 
at  <£o  17s.  10^(^.  per  ounce. 
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SECTION  XX. 

THE    ADMINISTRATION    OP    A    BANK    WITH    REGARD    TO    THB 
EMPLOYMENT    OF    ITS    SURPLUS    FUNDS. 

nPHE  means  of  a  London  banker  consist  mainly  of  liis 
-*-  capital  and  his  deposits.  A  certain  portion  of  this 
sum  is  kept  in  the  till,  to  meet  daily  demands ;  another 
portion  is  advanced  in  the  way  of  discounts  or  loans  to  his 
customers.  The  remainder  forms  his  surplus  fund,  of 
which  a  part  will  probably  be  invested  in  Government 
securities ;  loans  to  bill  brokers,  payable  on  demand  ;  in 
short  loans  on  the  Stock  Exchange,  or  in  first-rate  bills 
obtained  through  the  bill  brokers,  and  hence  styled 
brokers'  bills.  The  Government  securities  are  the  more 
permanent  of  these  investments.  The  amount  will  seldom 
vary.  It  is  not  deemed  creditable  for  a  bank  to  speculate 
in  the  funds,  or  to  buy  and  sell  stock  frequently,  with  a 
view  of  making  a  profit  by  the  difference  of  price ;  hence 
a  banker  sells  his  Government  securities  only  in  a  season 
of  pressure,  as  a  means  of  precaution,  or  in  order  to  meet 
urgent  demands.  On  other  occasions,  he  will,  when  neces- 
saiy,  reduce  his  short  loans  or  brokers'  bills.  These  form 
his  fluctuating  investments.  In  seasons  when  money  is 
abundant  his  deposits  will  increase,  and  perchance,  at  the 
same  time,  the  demand  of  his  customers  for  loans  or  dis- 
counts will  diminish.  His  surplus  funds  will  thus  increase. 
But  these  temporary  surplus  funds  he  will  on  no  account 
invest  in  Government  securities,  as  his  deposits  will  be 
certainly,  and  perhaps  suddenly,  reduced,  and  he  might 
have  to  realize  his  Government  securities  at  a  loss.     He 
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will  in  this  case  increase  his  loans  to  brokers,  and  his 
brokers'  bills.  And  though  he  will  get  as  much  interest 
as  he  can,  he  will  take  a  very  low  interest  rather  than  keep 
the  money  unprodvictive  in  his  till,  or  invest  it  in  a  more 
permanent  form.  We  will  now  take  a  short  review  of  the 
different  kinds  of  investment  we  have  mentioned.  The 
three  grand  points  for  consideration  are,  convertibility — 
exemption  from  loss — and  a  good  rate  of  interest.  But  first 
we  will  notice  those  circumstances  which  regulate  the 
amount  of  cash  to  be  kept  in  the  till. 

The  amount  of  money  which  a  banker  will  keep  in  Lis 
till  depends  upon  circumstances.  First,  the  amount  of  his 
deposits.  It  is  natural  to  suppose  that  when  his  deposits 
are  large,  he  will  keep  more  money  to  meet  them  than 
when  his  deposits  are  small. — Secondly,  the  amount  of  his 
daily  payments.  These  will  not  at  all  times  correspond 
with  the  amount  of  the  dejiosits ;  for  some  accounts  are 
more  operative  than  others.  On  commercial  accounts,  for 
instance,  the  payments  will  be  much  heavier  in  j^roportion 
to  the  average  balance  than  on  accounts  which  are  not 
commercial.  The  City  bankers  pay  much  larger  sums  every 
day,  in  proportion  to  the  amount  of  their  deposits,  than 
the  bankers  at  the  West-end. — Thirdly,  if  a  banker  issues 
notes,  he  will  keep  a  less  amount  of  other  money  in  his 
till.  The  popular  opinion  is,  that  he  keeps  more,  as  he 
has  to  provide  payment  for  his  notes  as  well  as  his  de- 
posits. This  is  true  in  seasons  of  pressure.  But  in  ordi- 
nary times  he  keeps  less,  as  he  pays  the  cheques  drawn  on 
account  of  his  deposits  with  his  notes,  and  these  notes 
often  get  into  the  hands  of  another  banker,  with  whom  he 
settles  by  a  draft  on  London.  His  reserve  to  meet  his 
notes  is  kept,  not  in  his  own  till,  but  in  London,  where  it 
probably  yields  him  interest.  Indeed,  when  his  deposits 
are  withdrawn  in  large  amounts,  they  are  more  usually 
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«dtlidi*awii  by  a  draft  on  London  than  in  any  other  way. — 
Fourthly,  the  number  of  the  branches.  If  a  bank  has  many 
branches,  the  total  amount  of  cash  kept  in  the  tills  of  the 
head  office  and  all  the  branches  put  together  will  be  con- 
siderably more  than  would  be  required  if  the  whole  of  the 
business  were  collected  into  one  place.  In  the  case  of  a 
run  the  difference  is  considerable,  as  every  point  open  to 
attack  must  be  well  fortified.  The  stoppage  of  one  branch, 
even  for  a  short  time,  would  bring  discredit  upon  the 
whole  establishment. — Fifthly,  in  London  the  amount  of 
notes  to  be  kept  in  the  till  will  be  affected  by  the  privilege 
of  clearing.  Those  bankers  that  "  clear,"  can  pay  bills 
and  cheques  upon  them  by  the  bills  and  cheques  they  have 
upon  other  bankers.  Those  banks  that  do  not  clear  must 
pay  all  the  bills  and  cheques  upon  them  in  bank  notes 
before  they  receive  payment  of  the  bills  and  cheques  they 
have  upon  other  bankers.^  Hence  they  must  lock  up  every 
night  with  a  larger  amount  of  cash  in  their  vaults. 

We  need  hardly  say,  that  with  every  banker  the  amount 
in  the  till  will  fluctuate  from  day  to  day.  Though  a 
banker  has  a  certain  average  amount  in  his  own  mind, 
below  or  above  which  he  does  not  swerve  very  widely,  yet 
the  cash-book  will  seldom  be  exactly  this  amount.  Some- 
times he  will  strengthen  his  till,  in  the  prospect  of  large 
payments  that  may  come  upon  him  suddenly.  At  other 
times  he  will  run  his  till  low  for  a  day  or  two,  in  expecta- 

'  The  practice  in  this  respect  is  changed  now.  Nearly  all  the  London 
bankei's  keep  an  account  at  the  Bank  of  England,  and  the  non-clearing 
banks  pay  all  bills  and  cheques  upon  them  by  what  is  called  a  Transfer 
Cheque  upon  the  Bank  of  England.  This  transfer  cheque  is  a  simple 
request  to  the  Bank  of  England  to  transfer  a  certain  sum  of  money  fnim 
the  account  of  the  banker  who  grants  it  to  the  account  of  the  banker 
■who  presents  the  bills  and  cheques  for  payment.  This  practice  now 
renders  it  unnecessary  for  non-clearing  banks  to  keej)  any  unusuaJ 
amount  of  casii  in  their  tills. 
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tion  of  large  siims  tliat  will  shortly  be  due  to  him. 
During  the  day,  too,  either  the  receipts  or  the  payments 
may  he  heavier  than  he  expected  ;  and  hence,  now  and 
then,  the  cashier  reports  to  the  chief  clerk  or  to  the  banker 
the  state  of  the  till,  in  order,  that,  if  necessary,  it  may  be 
replenished.  The  temperament  of  a  banker,  too,  has  some 
effect  in  this  case.  Some  bankers  are  so  cautious  that 
they  will  "  lock  up  "  with  a  large  amount  of  cash  ;  others 
are  so  anxious  to  make  profit,  that  they  will  keep  their 
cash  very  low.  The  state  of  the  money  market  will  also 
influence  the  tills  of  the  bankers.  When  money  is  abun- 
dant, a  banker  will  lock  up  with  more  money  than  he 
wants,  because  he  cannot  employ  his  funds.  When  money 
is  so  scarce  as  to  betoken  a  pressure,  he  will  also  lock  up 
strong,  so  as  to  be  prepared  for  any  emergency.  In  fact, 
there  can  be  no  general  rule  for  regulating  the  amount  of 
the  till.  Every  banker  must  be  guided  by  the  experience 
of  his  own  bank.  The  directors  of  the  Bank  of  England 
consider  that  their  reserve  in  bank  notes  and  gold  should 
be  equal  to  about  one-third  of  their  deposits.  From  the 
accounts  published  by  some  of  the  London  joint-stock 
banks,  it  would  appear  that  the  "cash  in  hand"  is  equal 
to  about  one-eighth  or  one-tenth  of  their  liabilities.  Even 
this,  we  conjecture,  is  a  higher  proportion  than  that  which 
is  generally  kept  by  London  bankers,  especially  by  those 
who  settle  their  accounts  with  each  other  at  the  Clearing- 
house. 

To  resume  : — After  a  banker  has  furnished  his  till,  and 
supplied  his  customers  with  svich  loans  and  discounts  as 
they  may  require,  he  has  a  surplus  of  cash.  This  surplus 
may  be  considered  as  being  divided  into  two  parts — though 
it  is  never  actually  so  divided — the  permanent  surplus, 
which  the  banker  is  not  likely  to  require,  except  in  seasons 
of  extreme  pressure,  and  the  temporary  sui'plus,  arising 
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from  fluctuations  in  the  deposits.  We  shall  now  notice 
those  modes  of  investment  to  which  we  have  referred. 

With  regard  to  Government  securities,  we  have  high 
authority  from  the  testimony  of  practical  bankers.  The 
following  ai'e  quotations  given  before  the  Joint- Stock  Bank 
Committee,  in  the  year  1836,  by  the  late  Vincent  Stuckey, 
Esq.,  the  founder  of  Stuckey's  Joint-Stock  Banking  Com- 
pany, in  Somersetshire,  and  the  late  James  Marshall,  Esq., 
the  Secretary  of  the  Provincial  Bank  of  Ireland. 

Mr.  V.  Stuckey  :— 

"  What  is  your  reason  for  keeping  so  large  a  sum  in 
Government  stock  ? — I  have  always  found  from  my  ex- 
perience, except  two  days  in  my  life,  that  I  could  get 
money  more  easily  upon  those  securities  than  any  other. 

"  Is  it  easier,  in  times  of  emergency,  to  obtain  money  on 
Government  stock  than  on  good  mercantile  bills  ? — I  have 
always  found  it  so. 

"  Tou  do  not  concur  with  any  witnesses  who  state  that 
they  have  found  good  negotiable  bills  more  easy  to  obtain 
money  upon  than  Government  stock  ? — No  :  I  have  never 
found  that  with  a  good  bill,  even  of  the  house  of  Baring, 
I  could  get  money  more  easily  than  on  Government 
stock. 

"  Do  you  consider  that,  generally  speaking,  in  London 
the  rate  of  interest  at  which  you  borrow  money  on  ex- 
chequer bills  and  stock  is  notoriously  lower  than  that  at 
which  you  borrow  on  bills  of  exchange  ? — Yes,  it  is  lower, 
and  for  that  reason  we  generally  adopt  it." 

Mr.  James  Marshall  :— 

"  Will  you  inform  the  Committee  whether  it  is  the  usage 
of  the  Provincial  Bank  to  invest  any  portion  of  its  funds 
in  the  public  securities  ? — It  has  been  its  uniform  practice 
so  to  do. 

"  By  public  securities,  what  do  you  understand  ? — Th« 
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Consols,  for  instance:  there  are  various  kinds  of  Gove'*^- 
ment  stock  ;  exchequer  bills,  and  Bank  of  England  stock, 
are  generally  considered  as  a  public  sort  of  security. 

"  Do  you  hold  stock  in  London  only,  or  in  Dublin  as 
well  as  in  London  ? — In  Dublin  but  to  a  limited  amount, 
because  it  is  not  easily  convertible  there. 

"  On  what  ground  is  it  that  it  is  not  easily  convertible 
ui  Dublin  ? — From  the  limited  nature  of  the  market  as 
compared  with  London ;  we  could  not  sell  even  an  imma- 
terial sum  without  lowering  considerably  the  price. 

"  Have  there  not  been  at  various  times,  from  various 
causes,  runs  on  the  Provincial  Bank,  which  rendered  it 
necessary  to  supply  large  amounts  of  specie  to  that 
country  ? — There  have,  repeatedly. 

"Do  you  consider,  from  your  experience,  that  it  would 
have  been  competent  to  the  bank  to  have  maintained  its 
full  security,  with  satisfaction  to  the  directors,  if  they 
had  not  been  possessed  of  very  considerable  funded  pro- 
perty in  this  country  ? — Certainly  not :  speaking  of  the 
last  run  that  happened,  especially,  I  must  say  that  that 
differed  from  any  former  run  in  this  respect. 

"  You  were  conversant  with  the  management  of  the 
Scotch  banks  prior  to  your  connection  with  the  Provincial 
Bank  ?— Yes. 

"  Is  it  not  the  usage  of  all  the  Scotch  banks  in  like 
manner  to  maintain  a  very  considerable  portion  of  their 
funds  invested  in  the  Government  securities  ? — I  believe 
the  practice  with  all  is  generally  so,  but  I  can  speak 
particularly  to  that  of  the  three  oldest  banks — as  they 
are  commonly  called,  the  three  chartered  banks, — the 
Bank  of  Scotland  was  erected  by  Act  of  Pai'liament,  the 
Royal  Bank  of  Scotland  and  the  British  Linen  Company 
were  erected  by  charter,  but  have  been  recognized  in  the 
same  way,  so  that  there  are  three  public  banks  in  distinc- 
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tion  to  any  of  the  subsequently-formed  banks. ^  I  can 
state,  from  personal  knowledge,  that  these  banks  have 
had  always  a  very  large  sum.  indeed  invested  in  the  funded 
property  of  the  kingdom. 

"  Do  you  consider  it  would  be  a  safe  system  of  bank- 
ing, if  the  capital  of  the  bank  was  altogether  invested  in 
commercial  bills  ? — Certainly  not." 

Of  the  various  kinds  of  Government  stock,  consols  are 
the  best,  as  there  is  a  more  ready  market  for  this  kind 
of  stock,  and  money  can  usually  be  borrowed  on  them 
until  the  next  account  day :  so  that,  if  a  banker  has  only 
a  temporary  demand  for  money,  he  may  thus  obtain  it  at 
a  moderate  interest,  when,  by  selling  his  stock  at  that 
time,  he  might  sustain  loss.  The  Bank  of  England  has 
recourse,  sometimes,  to  this  mode  of  strengthening  its 
reserve.  Sometimes,  too,  a  banker  may  make  a  profit  by 
lending  his  consols.  At  the  monthly  settlings,  among  the 
brokers,  stock  is  sometimes  in  demand  and  money  may  be 
obtained  upon  consols,  until  the  next  settling,  without  pay- 
ing any  interest ;  and  the  banker  may  employ  the  money 
in  the  mean  time.  As,  however,  the  rate  of  interest  is 
usually  low  in  such  seasons,  his  profit  will  rarely  be  great. 

There  are  no  time  bargains  in  the  reduced  3  per  cents., 
or  in  the  new  3  per  cents. ;  but  in  ordinary  times  money  can 
be  borrowed  upon  them  at  the  market  rate  of  interest.  In  sea- 
sons of  pressure  these  are  not  so  saleable  as  consols.  Bank 
stock,  India  stock,  and  long  annuities,  not  being  readily 
convertible,  are  not  generally  good  investments  for  bankers. 

Some  bankers  avoid  all  Government  stock,  and  give  a 
preference  to  exchequer  bills.  They  have  some  advan- 
tages. As  the  Government  must  pay  the  amount  de- 
manded in  March  or  June,  when  they  become  due,  there 

'  The  Commercial  Bank  of  Scotland  and  the  National  Bank  of  Scot. 
land  are  also  Incorporated  by  Royal  Charter. 
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can  be  no  loss  beyond  the  amount  of  the  premium  at 
■which  they  were  purchased.  A  banker,  too,  can  borrow 
money  upon  them  quietly  and  secretly.  A  transfer  of 
stock  is  always  known,  and,  if  for  a  large  amount,  will, 
when  money  is  scarce,  excite  notice,  and  give  the  impres- 
sion that  the  banker  is  compelled  to  realize  some  of  his 
securities,  to  meet  demands  made  upon  him  by  his  deposi- 
tors.' But  a  banker  can  hand  his  exchequer  bills  to  a 
stock-broker,  who  will  bring  him  the  money,  and  the  party 
who  has  granted  the  loan  will  know  nothing  about  the 
party  for  whom  it  was  required.  On  the  other  hand,  there 
are  some  disadvantages.  Almost  every  change  in  the 
market  value  of  money  affects  the  price  of  exchequer 
bills ;  and  whenever  money  becomes  abundant,  the  Go- 
vernment are  very  apt  to  reduce  the  rate  of  interest  much 
below  that  which  can  be  obtained  from  consols.  But  a 
greater  objection  is,  that  even  in  ordinary  times,  they  are 
hardly  saleable  in  large  amounts.  There  are  not  now  so 
many  exchequer-bill  jobbers  as  formerly,  and  hence  these 
bills  are  not  so  readily  saleable.  On  this  account,  the 
Bank  of  England,  who  were  formerly  large  holders  of  ex- 
chequer bills,  have  changed  their  system,  and  are  now 
holders  of  stock.  The  City  bankers,  too,  prefer  placing 
their  money  with  the  bill-brokers,  to  investing  it  in  ex- 
chequer bills.  But  they  are  still  a  favourite  mode  of  in- 
vestment with  bankers  at  the  West-end. 

East  India  bonds  yield  a  higher  interest  than  exchequer 
bills,  and  the  intei'est  cannot  be  reduced  until  after  twelve 
months'  notice  from  the  Governor  of  India  in  Councib 

'  Since  1863  Government  have  given  facilities  for  converting  consols 
into  what  are  called  "  Consol  Certificates,"  which  pass  from  hand  to  hand 
by  simple  delivery,  and  bankers  can  borrow  on  these  certificates  as  quietly 
and  secretly  as  on  exchequer  bills  The  conversion  is  made  by  the  Bank 
of  England  at  a  charge  of  two  shillings  per  cent. 
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But  tliey  are  by  no  means  so  saleable.  Money,  however,  may 
srenerally  be  borrowed  upon  them  ;  and  the  loans  of  the 
Bank  of  England  are  always  announced  to  be  granted  on  "  ex- 
chequer bills,  India  bonds,  and  other  approved  securities." 

Bonds  of  corporations,  or  of  public  companies,  are  by 
no  means  proper  investments  for  a  banker,  except  to  a  veiy 
moderate  amount,  and  when  they  have  a  short  time  to 
run.  They  may,  however,  be  taken  as  security  for  tempo- 
vary  advances  to  respectable  customei's. 

Good  commercial  bills,  of  short  dates,  have  this  advan- 
tage over  Grovernment  stock  or  exchequer  bills,  that  a 
banker  is  sure  to  receive  back  the  same  amount  of  money 
which  he  advanced.  He  can  calculate,  too,  upon  the  time 
the  money  will  be  received,  and  make  his  arrangements 
accordingly.  And  if  unexpectedly  he  should  want  the 
money  sooner,  the  bills  can,  in  ordinary  times,  be  redis- 
counted  in  the  money  market.^  Another  advantage  is, 
that  he  is  able  to  avail  himself  of  any  advance  in  the  cur- 
rent rate  of  interest.  He  will  get  no  higher  dividend  from 
his  investment  in  Government  stock,  should  money  after- 
wards become  ever  so  valuable.  But  with  regard  to  bills 
as  they  fall  due  he  will  receive  a  higher  rate  of  discount 
with  the  new  bills  he  may  take,  and  thus,  as  the  market 
rate  of  interest  advances,  his  profits  will  increase. 

The  bankers  of  Lancashire  usually  keep  the  whole  of 
their  reserves  in  bills  of  exchange.  If  they  have  a  "  good 
bill  case,"  that  is,  a  large  amount  of  good  bills  in  thei-»* 
case,  they  think  themselves  prepared  to  meet  any  emei 
gency.  Their  objection  to  GoveiTiment  securities  is 
founded,  first,  upon  the  low  rate  of  interest  which  they 
yield ;  and,  secondly,  the  possibility  of  loss,  from  fluctua- 

'  See  note  on  page  157.  It  would  very  materially  injure  the  credit 
of  such  banks  as  are  not  in  the  habit  of  re-discounting  were  they  to  do 
30  in  times  of  pressure. 
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tions  in  price.  They  contend,  too,  that  good  bills  of  ex 
change  are  more  convertible  than  even  exchequer  bills ;  and, 
even  if  nat  convertible,  the  money  comes  back  as  the  bills 
fall  due,  and  thus  the  reserve  is  constantly  replenished. 

The  authority  of  Mr.  Samuel  Gurney,  from  his  high 
standing  in  the  City,  is  so  constantly  referred  to  upon  this 
subject,  that  we  copy  his  evidence.  It  was  given  before 
the  Committee  on  Joint-Stock  Banks,  in  the  year  1836  ; 
previous,  of  course,  to  the  passing  of  the  Act  of  1844. 

"  Would  not  the  result  from  that  opinion  be,  that  a 
properly-conducted  establishment,  whether  a  private  or  a 
joint-stock  bank,  should  have  some  Government  securities 
or  exchequer  bills  on  which  always  to  rely  as  a  resoui'ce  in 
a  moment  of  such  emergency? — Experience  has  shown  that 
it  is  not  needful;  bills  of  exchaDge  are  quite  as  good  a 
security  to  hold  in  time  of  difl&culty  as  exchequer  bills  or 
stock ;  in  most  respects  very  much  better. 

"  Cannot  you  conceive  a  state  of  things  in  the  money 
market- — a  state  of  mercantile  discredit,  for  instance — 
when  it  might  be  jDOssible  to  procxu'e  money  on  Govern- 
ment securities  when  it  could  not  be  procured  on  private 
security  in  the  shape  of  bills  ? — Such  difficulty  may  pos- 
sibly exist  under  very  peculiar  circumstances ;  but  I  re- 
peat my  ojiinion,  that  bills  of  exchange  have  proved  them- 
selves to  be  a  better  investment  for  bankers  than  stock  or 
exchequer  bills. 

"  It  is  quite  intelligible  why,  in  ordinary  times,  bills  of 
exchange  should  be  a  jireferable  investment  for  money, 
inasmuch  as  there  is  no  risk  of  loss  by  variation  of  pre- 
mium in  the  purchase  and  resale ;  but  would  you  wish 
the  committee  to  suppose  that  in  the  case  supposed  by 
the  question,  of  a  great  degree  of  mercantile  discredit  and 
doubt,  an  amount  of  excliequer  bills  would  not  be  a  more 
certain  security  on  which  to  raise  money  than  the  bills  of 


PRACTICE   OF   BANKING.  301 

private  merchants  ? — That  is  a  difficult  question  to  answer ; 
I  douht  it. 

"  Supposing  a  period  of  difficulty  to  arise,  and  two 
country  bankers  came  up  to  London,  one  who  could 
exhibit  Government  stock  to  the  extent  of  <£25,000  and 
.£25,000  in  bills  of  exchange,  and  the  other  banker  ex- 
hibiting =£50,000  in  bills  of  exchange  only,  which  do  you 
think  would  have  the  best  means  of  procuring  accommo- 
dation in  the  London  market  to  pay  his  engagements  ? — 
My  apprehension  is,  that  they  would  both  get  their  sup- 
plies upon  any  particular  emergency  :  it  is  my  judgment, 
that  to  a  banker  a  good  supply  of  bills  of  exchange  of  first- 
rate  character  is  a  better  investment  for  his  funds,  for 
which  he  is  liable  to  be  called  upon  on  demand,  than  ex- 
chequer bills  or  any  Government  security." 

A  London  banker  never  considers  as  a  part  of  his  re- 
sei*ve  the  bills  he  has  discounted  for  his  customers. 
Nothing  could  damage  his  credit  more  than  any  attempt 
to  rediscount  these  bills.  During  the  war,  the  London 
bankers  had  discount  accounts  Avith  the  Bank  of  England ; 
and  in  the  panic  of  1825,  it  is  well  knowTi  they  discounted 
largely  with  that  establishment.  But  since  that  period 
they  have  not  done  so,  and  their  indorsements  are  never 
seen  in  the  money  market.  The  practice  is  now  more 
general  of  lodging  money  at  call  with  the  large  money 
dealers.  And  it  is  in  this  way  that  the  London  bankers 
make  provision  for  any  sudden  demand.  It  is  rarely,  how- 
ever, that  any  large  demand  comes  so  suddenly  as  to 
occasion  any  inconvenience.  And  it  may  be  observed  that 
such  bankers  as  are  members  of  the  Clearing-house  have 
the  whole  day  to  make  preparation — one  of  the  circum- 
stances which  enables  them  to  lock  up  at  night  with  a 
smaller  amount  of  cash. 

In  the  morning  the  banker  looks  at  his  "  Cash-book," 
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and  observes  the  amount  with  which  he  "  locked  np  "  the 
preceding  night.  He  then  looks  at  the  "  Diary,"  which 
contains  his  receipts  and  payments  for  that  day,  as  far  as 
he  is  then  advised.  He  then  opens  the  letters,  and  notices 
the  remittances  they  contain,  and  the  payments  he  is  in- 
structed to  make.  He  will  learn  from  these  items  whether 
he  "  wants  money,"  or  has  "  money  to  spare."  If  he  wants 
money,  he  will  "  take  in "  any  loans  that  may  be  falling 
due  that  day,  or  he  may  "  call  in"  any  loans  he  may  have 
out  on  demand,  or  he  may  go  farther,  and  borrow  money 
for  a  few  days  on  stock  or  exchequer  bills.  Should  he 
have  money  to  spare,  he  will,  peradventure,  discount 
brokers'  bills,  or  lodge  money  on  demand  with  the  bill- 
brokers,  or  lend  it  for  fixed  periods  upon  stock  or  exche- 
quer bills.  The  bill-brokers  usually  make  their  rounds 
every  morning,  first  calling  on  the  parties  who  supply 
them  with  bills,  and  then  calling  on  the  bankers  who 
supply  them  with  money.  The  stock-brokers,  too,  will 
call  after  "the  market  is  open,"  to  inform  the  banker  how 
"  things  are  going  "  on  the  Stock  Exchange,  what  opera- 
tions are  taking  place,  and  whether  money  is  abundant  or 
scarce  "  in  the  house  ;"  also  what  rumours  are  afloat  that 
are  likely  to  affect  the  price  of  the  funds.  It  is  thus  that 
a  banker  regulates  his  investments,  and  finds  employment 
for  his  surplus  funds. 

In  our  opinion,  it  is  best  for  a  banker  not  to  adopt  ex- 
clusively any  one  of  the  investments  we  have  noticed,  but 
to  distribute  his  funds  among  them  all.  We  have  seen 
that  practical  bankers  of  high  standing  have  been  in  favour 
of  Government  securities,  as  being  at  all  times  convertible. 
The  objection  on  the  part  of  others  has  been,  that  the 
value  of  these  securities  very  much  fluctuates,  and  as  their 
realization  will  be  requii'ed  only  in  seasons  of  pressure 
when  the  funds  are  low,  it  is  sure  to  be  attended  with  loss. 
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On  the  other  hand,  it  maybe  stated,  with  regard  to  "loans 
on  demand,"  that  the  recent  failures  of  bill-brokers  have 
shown  that  the  "demand"  may  not  always  be  readily  met. 
And  with  regard  to  "  brokers'  bills,"  the  numerous  failures 
among  houses  of  the  first  standing  have  proved  that  great 
losses  and  most  inconvenient  "  locks-up  "  may  occasion- 
ally take  place  from  such  securities.  Without  condemn- 
ing other  modes  of  investment,  we  a,re  strongly  inclined 
to  favour  Grovernment  securities,  though  fully  conscious 
of  the  losses  they  may  occasionally  produce.'  There  is 
one  consideration  that  must  be  taken  into  account :  a 
bank  that  has  large  surplus  fimds,  if  it  makes  no  invest- 
ments in  Government  securities,  will  be  strongly  tempted 
to  invest  its  funds  elsewhere  in  other  securities  that  may 
not  be  so  convertible.  It  is  true  that  more  interest  may 
for  a  time  be  obtained,"  but  ultimately  the  bank  may, 

^  In  the  books  of  all  well-regulated  banks  consols  are  written  down 
to  much  below  the  market  price,  so  that  in  seasons  of  pressure  when  sales 
are  necessary  the  loss  sustained  does  not  come  out  of  profit  and  loss,  and 
does  not  affect  the  dividend,  nor,  consequently,  the  credit  of  the  bank. 

*  At  the  meeting  of  the  London  and  Westminster  Bank,  July,  1855, 
the  Chairman,  J.  L.  Ricardo,  Esq.,  M.P.,  made  a  comparison  between 
the  interest  obtained  on  money  invested  in  the  funds  and  that  employed 
with  bill-brokers.  Upon  an  average  of  twelve  years  the  following  is  the 
result :  On  the  2nd  January,  1843,  the  price  of  consols  was  94^,  which 
yields  an  interest  per  annum  of  £3  3s.  ijd.  per  cent.  The  interest  allowed 
upon  money  at  call  by  Messrs.  Overend  &  Co.  for  twelve  years,  from 
January,  1843,  to  December,  1854,  would  average  £2  10s.  lOd.  per  cent. 
Upon  bills,  the  rate  allowed  is  usually  half  per  cent,  more,  that  is, 
£3  Os.  10(Z.  per  cent.  £1,000,000  invested  at  £3  3s.  6d.  would  produce 
annually  the  sum  of  £31,750.  At  £3  Os.  lOd.  per  cent,  it  would  pro- 
duce only  £30,416  13s.  4d.  This  shows,  that  upon  an  average  of  years 
the  funds  are  more  productive  than  brokers'  bills. 

[The  average  Bank  rate  for  the  last  tifty-four  years,  from  1826  to 
1879  inclusive,  has  been  about  £3  18s.  per  cent.,  and  as  the  brokers' 
rates  for  money  at  call  are  generally  from  \\  to  1^  under  the  Bank  rate, 
this  shows  a  large  margin  of  yield  in  favour  of  consols.] 
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though  in  a  state  of  perfect  solvency,  be  compelled  to 
stop  payment  from  being  unable  to  realize  its  invest- 
ments. 

Another  advantage  of  a  large  investment  in  Govern- 
ment securities  is,  that  the  bank,  by  the  publication  of 
its  balance-sheet,  has  always  the  means  of  showing  to 
its  depositors  that  a  large  portion  of  its  deposits  is  at 
all  times  amply  secured.  The  Bank  of  England  state 
the  amount  of  their  "  Government  securities "  distinct 
from  the  "  other  securities."  It  may  so  be  that  the 
"  other  securities  "  are  as  good  as  the  Government  se- 
curities, and  perhaps  more  profitable,  but  the  public  do 
not  know  that  to  be  the  case ;  and  were  all  the  invest- 
ments in  "  other  securities,"  they  might  not  feel  the 
same  degree  of  confidence  as  to  the  prompt  repayment 
of  their  deposits.  The  same  pi'inciple  applies  to  other 
banks.  And  it  may  reasonably  be  supposed  that  between 
two  banks  in  similar  circumstances  as  to  other  respects,, 
depositors  would  rather  lodge  their  money  in  a  bank  which 
had  a  large  amount  of  Government  securities  than  in  one 
which  had  none. 

As  we  have  referred  in  this  section  to  some  of  the 
operations  of  the  Stock  Exchange,  this  may  be  a  proper 
place  to  discuss  the  nature  of  these  transactions,  so  far,  at 
least,  as  concerns  bankers. 

The  reader  is  of  course  aware  that  the  "  Stocks,"  or  the 
"  Funds,"  or  by  whatever  other  name  they  may  be  called, 
are  debts  due  from  the  nation  to  those  persons  whose 
names  are  entered  on  the  Bank  books.  The  man  who  holds 
,£100  consols  is  a  creditor  of  the  nation  for  d6100,  for 
which  he  receives  ^3  per  annum ;  and  the  price  of  con- 
sols is  the  amount  of  the  money  for  which  he  is  willing 
to  transfer  this  debt  from  himself  to  another  person. 
Now,  if  this  man  knovrs  another  who  is  willing  to  give 
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him,  say  ^£90  for  tliis  .£100  consols,  they  can  go  to  the 
Bank,  and  the  seller  being  properly  identified,  will  transfer 
this  --£100  consols  into  the  name  of  the  person  to  Avhom  he 
has  sold  it.  His  account  is  then  closed  in  the  Bank  books, 
and  a  new  account  is  opened  in  the  name  of  the  buyer ;  for 
every  holder  of  stock  hci^g  an  account  in  the  Bank  ledger, 
in  the  same  way  as  bankers  and  merchants  open  ledger 
accounts  for  their  customers.  The  seller  of  the  stock  will 
also  give  a  receipt  to  the  buyer  for  the  money  on  a  printed 
form  issued  by  the  Bank  of  England. 

But  j^arties  do  not  usually  treat  with  each  other  in  this 
way.  A  broker  is  employed  either  to  buy  or  to  sell,  as  the 
case  may  be.  The  members  of  the  Stock  Exchange  are  an 
association  consisting  of  over  2,200  persons,  who  meet 
together  in  a  building  in  Capel  Court,  Bartholomew  Lane, 
close  to  the  Bank.  Each  member,  before  admission,  must 
find  three  securities  for  <£500  each,  which  sum  is  applied 
to  meet  any  claims  the  other  members  of  the  "  House" 
may  have  upon  him  during  the  first  four  years.  The 
suretyship  then  ceases.  The  subscription  paid  by  each 
member  is  twenty- one  guineas  per  annum,  and  the  entrance- 
fee  is  one  hundred  and  fifty  guineas.  The  House  is  go- 
verned by  a  Committee  of  thirty  persons  chosen  from  the 
members. 

Although  all  the  "  members  of  the  House  "  are  called 
stock-brokers  by  the  public,  yet  within  the  House  they  are 
divided  into  two  classes,  brokers  and  j  irb jers.  A  broker, 
as  the  name  implies,  is  an  agent  who  buys  or  sells  for  his 
customers  out  of  the  House,  and  he  charges  them  a  com- 
mission upon  the  amount  of  the  stock.  A  stock-jobber  is 
a  stock  dealer  ;  but  he  does  not  deal  with  the  public :  he 
deals  only  with  the  brokers ;  and  he  is  at  all  times  ready 
either  to  buy  or  to  sell.  The  price  at  which  he  sells  usually 
ii  y  more  than  the  price  at  which  he  buys.     If  nue  broker 
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has  an  order  from  his  customer  to  buy  ^100  consols,  and 
another  broker  has  an  order  to  sell  ^£100  consols,  these 
two  brokers  do  not  deal  together,  but  both  go  to  a  jobber, 
who  will  "  make  him  a  price."  One  will  sell  his  consols  to 
the  jobber,  say  at  90,  and  the  other  will  buy  his  consols 
from  the  jobber  at  90i.  Hence  the  difference  between 
the  buying  and  the  selling  price  of  consols  is  usually  i, 
and  thus  in  the  newspapers  the  price  is  quoted  in  this  way, 
90  to  90i. 

A  banker  is,  of  course,  one  of  the  public,  and  when  he 
wants  to  buy  or  to  sell  stock,  he  gives  instructions  to  his 
broker,  and  the  process  is  as  we  have  now  described. 

Were  there  no  jobbers,  a  broker  would  not  easily  find  at 
all  times  another  broker  who  had  occasion  to  sell  the  same 
amount  of  stock  which  he  wished  to  buy,  and  he  would  have 
a  difficulty  in  buying  or  selling  small  amounts.  But  there 
is  no  difficulty  with  the  jobbers.  The  jobbers  will  not  only 
buy  and  sell  stock  on  the  same  day,  but  they  will  buy  stock 
on  one  day,  and  agree  to  sell  it  at  a  future  day,  or  vice 
versa.  These  future  days  are  called  the  settling  days, 
being  the  days  on  which  the  members  of  the  House  settle 
their  accounts.  They  are  fixed  by  the  Committee  of  tlie 
Stock  Exchange,  and  they  now  occur  regularly  once  a 
month.  Now,  if  a  banker  wants  a  sum  of  money  for  a  short 
time,  either  to  pay  off  a  deposit,  or  to  make  an  advance  to 
a  customer,  he  will  direct  his  stock-broker  to  sell,  say 
,£50,000  consols  "  for  money,"  and  buy  them  "  for  time ;  " 
that  is,  against  the  next  "  settling  day,"  or,  as  it  is  some- 
times called,  the  next  "  account  day."  On  the  other  hand, 
if  a  banker  has  money  he  wishes  to  employ  for  a  short 
time,  he  will  reverse  the  o^^eration,  and  desire  his  broker 
to  buy  consols  for  money  and  sell  them  for  time.  He  thus 
gets  interest  for  his  money,  according  to  the  difference  of 
price  between  consols  for  tinae  and  consols   for  money. 
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Generally,  tlie  price  for  time  is  higher  than  the  price  for 
money ;  and  the  difference  between  these  two  prices  is 
called  the  "  Continuation."  Supposing  that  the  next  set- 
tling day  is  a  month  distant,  and  the  continuation  is  one- 
eighth  per  cent.,  that  amounts  to  twelve-eighths,  or  one 
and  a  half  per  cent,  per  annum.  The  continuation  will 
vary  according  to  the  near  approach  of  the  settling-day — 
according  to  the  abundance  of  money,  and  the  market  rate 
of  interest — and  according  to  the  abundance  or  scarcity  of 
stock.  The  last  cause  is  not  so  readily  understood  by  the 
public,  and  we  will  therefore  explain  it.  The  stock-jobbers, 
as  we  have  said,  are  stock  dealers.  Of  course  they  are 
large  holders  of  stock  ;  it  is  their  capital,  on  which  they 
trade.  But  however  large  may  be  the  sum  they  hold,  they 
often  agree  to  sell  on  the  next  settling  day  a  much  larger 
sum,  expecting  that  in  the  mean  time  they  shall  buy  a 
large  sum,  and  thus  be  able  to  set  off  one  against  the 
other.  But  sometimes,  as  the  settling  day  approaches, 
they  find  this  is  not  the  case,  and  they  are  consequently 
under  an  engagement  to  "  deliver  " — that  is,  sell — more 
stock  than  they  hold.  What  can  they  do  now  ?  They  will 
try  to  get  stock  from  those  who  have  it,  by  agreemg  to  buy 
it  of  them  now,  and  selling  it  at  the  ensuing  account  day, 
a  month  hence,  at  the  same  price ;  thus  abolishing  "  the 
continuation."  When  that  is  the  case,  a  banker's  broker 
will  go  to  the  banker  and  saj.  "  If  you  like  to  lend  your 
consols,  you  can  get  money  for  nothing  till  the  next  account 
day."  The  banker  replies,  "  Well,  I  don't  know  that  I  can 
make  much  interest  of  the  money  just  now ;  but  as  I  can 
lose  nothing,  you  may  lend  them."  Thus  the  jobbers  get 
their  stock,  and  complete  their  engagements.  But  some- 
times the  jobbers  are  obliged  to  go  farther,  and  even  to 
offer  a  premium  to  parties  who  will  lend  their  consols. 
This  premiinn  is  called  "  Backwardation  ;  "  it  is  just  the 
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reverse  of  "  Continuation,"  and  implies  that  the  time  price 
of  stock  is  less  than  the  money  price. 

We  have  thus  described  the  legitimate  operations  of  the 
Stock  Exchange,  so  far  as  it  may  be  necessary  to  explain 
the  transactions  of  bankers  in  the  employment  of  their 
surplus  fluids. 
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SECTION  XXI. 

THE    ADMINISTRATION    OF    A    BANK   DUKING    SEASONS    OF 

PRESSURE. 

A  PEESSURE  on  the  money  market  may  be  defined  a 
difficulty  of  getting  money  in  the  London  market, 
either  by  way  of  discounting  bills,  or  of  loans  upon  Go- 
vernment securities.  This  difficulty  is  usually  accom- 
panied by  an  unfavourable  course  of  exchange,  a  contrac- 
tion of  the  circulation  of  the  Bank  of  England,  and  a  high 
rate  of  interest.  These  three  circumstances  have  the  rela- 
tion to  each  other  of  cause  and  effect.  The  unfavourable 
course  of  exchange  induces  the  Bank  of  England  to  contract 
her  circulation ;  and  the  contraction  of  the  circulation,  by 
rendering  money  more  scarce,  increases  its  value,  and  leads 
to  an  advanced  rate  of  interest.  The  removal  of  the  pres- 
sure is  in  the  same  order :  — the  foreign  exchanges  become 
favourable — the  Bank  of  England  then  extends  her  circu- 
lation— money  becomes  moi'e  abundant,  and  the  rate  of 
interest  falls.  The  degree  to  which  the  exchanges  are  un- 
favourable is  indicated  by  the  stock  of  gold  in  the  Bank  of 
England ;  and  when  this  is  at  its  lowest  amount  the  pres- 
sure may  be  considered  to  have  attained  its  extreme  point ; 
for  as  the  amount  of  gold  increases,  the  Bank  will  extend 
its  circulation,  and  the  pressure  will  subside. 

If  we  take  a  review  of  all  the  recent  pressures  on  the 
money  market,  we  shall  find  they  have  always  been  pre- 
ceded by  the  following  circumstances : — First,  by  abundance 
of  money  ;  secondly,  by  a  low  rate  of  interest ;  thirdly,  by 
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some  species  of  speculative  investments.  The  principal 
pressures  that  have  occurred  of  late  years,  have  been  those 
of  1825,  1836,  1839,  1847,  1857,  1866,  1875,  and  1878. 

The  following  is  Mr.  Horsley  Palmer's  opinion  of  the 
causes  of  the  pressure  of  1825,  as  stated  to  the  Bank  Com- 
mittee of  1832  :— 

"  Will  y(ya  state  to  the  committee  what,  in  your  opinion, 
was  the  nature  and  the  march  of  the  crisis  in  1825  ? — I 
have  always  considered  that  the  first  step  towards  the  ex- 
citement was  the  reduction  of  the  interest  upon  the  Go- 
vernment securities ;  the  first  movement  in  that  respect 
was,  I  think,  ujjon  ^£135, 000,000  of  five  per  cents,  which 
took  place  in  1823.  In  the  subsequent  year,  1824,  followed 
the  reduction  of  =£80,000,000  of  four  per  cents.  I  have 
always  considered  that  reduction  of  interests,  one-fifth  in 
one  case,  and  one-eighth  in  the  other,  to  have  created  the 
feverish  feeling  in  the  minds  of  the  public  at  large,  which 
prompted  almost  everybody  to  entertain  any  proposition 
for  investment,  however  absurd,  which  was  tendered.  The 
excitement  of  that  period  was  further  promoted  by  the 
acknowledgment  of  South  American  republics  by  this 
country,  and  the  inducements  held  out  for  engaging  in 
mining  operations,  and  loans  to  those  governments,  in 
which  all  classes  of  the  community  in  England  seem  to 
have  partaken  almost  simultaneously.  With  those  specu- 
lations arose  general  speculation  in  commercial  produce, 
which  had  an  effect  of  disturbing  the  relative  values  be- 
tween this  and  other  countries,  and  creating  an  unfavour- 
able foreign  exchange,  which  continued  from  October, 
1824,  to  November,  1825,  causing  a  very  considerable 
export  of  bullion  from  the  Bank — about  seven  millions  and 
a  half.  Commercial  speculations  had  induced  some  bankers, 
one  particularly,  to  invest  money  in  securities  not  strictly 
convertible,  to  a  larger  extent  than  was  prudent ;  they  were 
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also  largelj^  connected  with  country  bankers.  I  allude  to 
the  house  of  Messrs.  Pole  and  Co. — a  house  originally  j^os- 
sessed  of  very  great  property,  in  the  persons  of  the  partners, 
but  which  fell  with  the  circumstances  of  the  times.  The 
failure  of  that  banking-house  was  the  first  decisive  check 
to  commercial  and  banking  credit,  and  brought  at  once  a 
vast  number  of  country  bankers,  which  were  in  correspon- 
dence with  it,  into  difficulties.  That  discredit  was  followed 
by  a  general  disci*edit  throughout  London  and  the  interior." 
—P.  47. 

With  regard  to  the  pressure  of  1836,  there  was  in  the 
beginning  of  that  year  no  appearance  of  distress  ;  but,  on 
the  contrary,  every  symptom  of  prosperity,  attended  by  its 
usual  concomitant,  a  readiness  to  engage  in  speculative 
undertakings. 

The  following  description  of  this  period  is  taken  from 
the  speech  of  Mr.  Clay,  on  introducing  his  motion  respect- 
ing Joint-Stock  Banks,  May  12,  1836  :— 

"  To  what  extent  the  operations  of  the  joint-stock  banks 
may  have  contributed  to  create  the  present  state  of  excite- 
ment in  the  commercial  world,  must,  of  course,  Ije  mere 
matter  of  conjecture.  That  they  have  had  some  consider- 
able influence  is  probable,  from  the  fact  that  the  excite- 
ment and  rage  for  speculation  is  greatest  in  those  parts  of 
the  kingdom  where  the  operations  of  those  establishments 
have  been  most  active.  London  has  been  comparatively 
tmmoved,  but  Liverpool  and  Manchester  have  witnessed  a 
mushroom  growth  of  schemes  not  exceeded  by  the  memo- 
rable year  1825,  I  hold  in  my  hand  a  list  of  seventy  con- 
templated companies,  for  every  species  of  undertaking, 
which  have  appeared  in  the  Liverpool  and  Manchester 
papers  within  the  last  three  months.  This  list  was  made 
a  fortnight  or  three  weeks  since,  and  might  probably  now 
be  considerably  extended.     It  is  impossible  also,  I  Tliink, 
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not  to  suspect  that  the  facility  of  credit,  and  consequent 
encouragement  to  speculation,  to  which  I  have  alluded, 
cannot  have  been  -without  its  effect  in  producing  the  great 
increase  of  price  in  almost  all  the  chief  articles  of  consump- 
tion and  raw  materials  of  our  manufactures.  That  increase 
has  bt'eu  enormous — not  less  than  from  twenty  to  fifty, 
and  even  one  hundred  per  cent,  in  many  of  the  chief 
articles  of  produce,  of  consumption,  and  materials  of  our 
manufactures." 

These  appearances  continued  with  little  alteration  until 
the  month  of  July,  when  the  Bank  of  England  raised  the 
rate  of  discovuit  to  four-and-a-half  per  cent.  It  then  be- 
came known  that  there  had  been  a  demand  upon  the  Bank 
for  gold  from  the  preceding  April,  and  this  measure  was 
adopted  by  the  Bank  as  a  means  of  rendering  the  foreign 
exchanges  more  favourable.  This  being  found  ineffectual, 
the  Bank  in  September  raised  the  rate  of  discount  to  five 
per  cent.  Besides  raising  the  rate  of  interest,  the  Bank 
adopted  other  measures  for  increasing  the  value  of  money. 
A  large  amount  of  American  bills  upon  first-rate  houses 
had  been  offered  for  discoimt  and  rejected.  A  high  degree 
of  alarm  was  immediately  spread  throughout  the  commu- 
nity. The  dread  of  a  panic  similar  to  that  of  1825  almost 
universally  prevailed.  Those  who  had  money  were  un- 
willing to  part  with  it — trade  became  suddenly  stagnant — 
the  prices  of  all  commodities  fell  considerably,  and  numbers 
of  commercial  houses,  chiefly  of  the  second  class,  suspended 
payment.  Many  railway  and  other  projects  now  fell  into 
oblivion. 

The  alarm  that  existed  was  kept  up  by  the  monthly  ac- 
counts of  the  bullion  in  the  Bank  of  England.  The  public 
returns  showed  a  gradual  decline  from  April,  1886,  to 
February,  1837.  It  was  therefore  supposed  that  the  Bank 
of  England  would  be  under  the  necessity,  for  its  own 
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safety,  of  still  further  contracting  its  issues,  and  thus 
increasing  the  existing  pressure.  This  apprehension 
caused  all  persons  who  had  money  to  retain  it  in  their 
possession,  and  bankers  and  others  withheld  accommoda- 
tion they  would  otherwise  have  been  disposed  to  grant. 

This  state  of  alarm  was  considerably  augmented  by  the 
publication  of  the  Report  of  the  Secret  Committee  of  the 
House  of  Commons  upon  Joint-Stock  Banks.  This  com- 
mittee had  been  appointed  on  the  iiiotion  of  Mr.  Clay,  the 
Member  for  the  Tower  Hamlets,  whose  speech  on  the 
occasion  might  be  termed  a  bill  of  indictment.  The  joint- 
stock  banks  had  rapidly  increased ;  they  had  issued  small 
shares ;  they  had  large  nominal  capitals  ;  they  had  circu- 
lated an  excessive  amount  of  notes ;  they  had  promoted 
speculation.  These  were  the  charges  brought  against 
them  ;  and  they  had  greater  weight  from  being  advanced 
by  a  member  who  was  known  to  be  friendly  to  joint- stock 
banking.  The  report  of  the  committee  appeared  to  sustain 
all  Mr.  Clay's  accusations.  This  report  was  highly  credi- 
table to  the  talents  and  industry  of  the  committee,  but 
marked  by  a  decided  hostility  of  tone.  While  it  enume- 
rated all  the  actual  or  possible  imperfections  of  the 
joint- stock  banks,  it  ascribed  to  them  scarcely  a  single 
excellence.  At  the  same  time,  the  committee  deferred 
to  the  succeeding  session  the  proposal  of  any  measures 
for  their  improvement ;  thus  the  public  were  led  to  sup- 
pose that  in  the  following  session  some  stringent 
measures  would  be  adopted  with  reference  to  joint-stock 
banks,  but  what  they  would  be  none  could  conjecture. 

Had  the  report  appeared  at  any  other  period  it  might 
possibly  have  done  good ;  but  as  its  appearance  was  con- 
temporaneous with  a  pressure  on  the  money  market,  and 
a  high  state  of  alarm,  it  unquestionably  tended  to  weaken 
public    confidence,    at    a   time    when   it    reqiiired   to   be 
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strengiliened.  Persons  who  were  unfriendly  to  joint- 
stock  banks  seized  the  opportunity  of  dispraisin;^  then:, 
and  believed,  or  pretended  to  believe,  that  the  banks 
were  unsound,  and  would  certainly  stop  payment.  Others, 
who  were  friendly,  were  apprehensive  that  the  banks, 
being  still  in  their  infancy,  would  be  found  too  weak 
to  withstand  the  storm  now  raised  against  them.  But 
though  this  alarm  began  with  respect  to  joint-stock 
banks,  it  did  not  end  there.  It  was  soon  foreseen  that 
if  a  few  joint-stock  banks  were  to  stop  payment,  the 
private  banks  in  their  neighbourhood  would  be  put  to 
a  severe  trial ;  and  if  the  banks  should  even  be  com- 
j>elled  to  withhold  their  usual  advances  to  their  customers, 
the  credit  of  individuals  must  suffer.  Hence  the  private 
bankers  and  the  merchants,  as  well  as  the  joint-stock 
banks,  made  preparations  to  meet  any  event  that  might 
occur,  and  by  thus  increasing  the  pressure  on  the  London 
money  market,  occasioned  still  farther  apprehensions. 

The  alarm  was  augmented  by  the  stoppage  of  the  Agri- 
cultural and  Commercial  Bank  of  Ireland,  in  the  month  of 
November,  and  the  demand  for  gold  which  that  stoppage 
occasioned  in  Ireland.  The  joint-stock  banks  of  England 
now  became  subject  to  increased  suspicion  ;  the  accommo- 
dation they  had  been  accustomed  to  obtain  by  the  re- 
discount of  their  bills  in  the  London  mai-ket  was  con- 
siderably restricted ;  and  in  the  beginning  of  December, 
the  Northern  and  Central  Bank  at  Manchester,  a  bank 
having  a  paid-up  capital  of  .£800,000,  with  above  1,200 
])artners,  and  forty  branch(^s,  applied  for  assistance  to  the 
Bank  of  England.  This  was  afforded  upon  condition,  in 
the  first  instance,  that  they  should  wind  up  all  their 
branches,  except  that  at  Liverpool ;  and  afterwards  farther 
assistance  was  granted,  upon  condition  tliey  should  dis- 
continue business  after  Februai-y,  1837.     Soon  afterwards, 
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the  old  and  respectable  London  banking-house  of  Messrs. 
Esdaile  and  Co.  received  assistance  upon  similar  terms. 

The  pressure  which  existed  in  England  rapidly  extended 
to  America.  A  large  amount  of  American  securities,  con- 
sisting chiefly  of  bonds  of  the  respective  States,  had  been 
remitted  to  the  agency  houses  in  England.  This  circum- 
stance, in  connection  with  the  exportation  of  gold  to 
America,  attracted  the  notice  of  the  Bank  of  England.  A 
large  amount  of  bills  drawn  from  America  upon  lirst-rate 
London  houses  was  rejected.  In  America  the  pressure 
became  severe — money  was  wanted  to  remit  to  England 
to  meet  the  drafts  that  had  been  drawn  upon  England, 
either  upon  credit  or  against  securities  that  could  not  now 
be  sold.  The  rate  of  discount  at  New  York  rose  to  two, 
and  even  to  three  per  cent,  per  month. 

From  the  pressure  upon  the  money  market,  and  from  the 
great  fall  in  the  price  of  American  produce,  the  cotton  and 
other  commodities  sent  from  America  to  meet  drafts  upon 
the  English  agents  could  not  be  sold  except  at  a  ruinous 
loss.  And  other  remittances  not  having  arrived,  several 
houses  in  the  American  trade,  who  were  said  to  have  given 
extensive  credit  to  parties  in  America,  applied  for  assistance 
to  the  Bank  of  England. 

Such  was  the  character  of  the  pressure  of  1836.  We  next 
proceed  to  the  pressure  of  1839.  The  pressure  of  1836 
may  be  said  to  have  commenced  from  the  month  of  May  in 
that  year.  From  that  month  the  stock  of  gold  in  the  Bank 
gradually  and  uniformly  declined  until  February,  1837, 
when  it  reached  its  lowest  point  of  depression.  From  this 
point  it  uniformly  advanced  :  the  lowest  point  of  the  cir- 
culation was  in  December,  1836,  though  even  then  it  was 
not  lower  than  it  had  been  in  the  preceding  January.  The 
Bank  raised  the  rate  of  interest  from  4  to  4^  2)er  cent,  in 
July,   and    to   5   per   cent,   in  the   following    September. 
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During  the  whole  of  the  year  1837  the  amount  of  gold  m 
the  Bank  of  England  continued  to  increase  ;  the  Bank 
extended  its  circulation,  and  after  the  payment  of  the 
July  dividends,  money  became  very  abundant,  and  the 
market  rate  of  interest  experienced  a  considerable  fall. 
The  foreign  exchanges  continued  to  be  favourable  during 
the  early  part  of  1838,  and  gold  accumulated  in  the  coffera 
of  the  Bank  of  England.  In  the  spring  of  that  year  the 
directors  of  the  Bank  of  England  sent  nearly  a  million  of 
gold  to  America.  Money  became  increasingly  abundant, 
and  the  rate  of  interest  fell.  In  February  the  Bank  re- 
duced their  rate  of  discount  to  4  per  cent.,  and  the  interest 
on  the  loans  granted  during  the  shutting  of  the  funds  was 
reduced  in  March  to  3|  per  cent.  The  low  rate  of  in- 
terest caused  large  sums  of  money  to  be  invested  in 
American  securities.  Bonds  of  all  kinds  issued  by  the 
Bank  of  the  United  States,  by  the  various  States  in  the 
Union,  and  by  numerous  private  undertakings,  were  poured 
upon  the  English  market,  and  found  eager  purchasers. 
Several  of  the  directors  of  the  Bank  of  England,  in  their 
individual  character  as  merchants,  became  agents  for  the 
distribution  of  these  securities.  About  July  the  exchanges 
became  unfavourable,  and  in  the  latter  part  of  the  year 
some  symptoms  of  uneasiness  were  apparent  in  the  money 
market ;  but  as  the  stock  of  bullion  in  the  Bank  of  England 
was  considerable,  and  the  directoi's  granted  their  usual 
loans  in  December  at  3|  per  cent.,  public  confidence  was 
not  shaken.  In  the  beginning  of  the  year  1839  the  ex- 
changes became  increasingly  unfavourable,  and  the  monthly 
returns  of  the  Bank  showed  a  gradual  diminution  in  the 
stock  of  gold.  The  price  of  corn  rose  so  high  as  to  admit 
of  foreign  wheat  at  the  lowest  rate  of  duty.  This  occa- 
sioned a  further  demand  for  gold  to  be  exported.  The 
Ktock  of  gold  in  the  Bank  of  England  rapidly  declined, 


PRACTICE    OF    BANKING.  317 

until,  in  the  montli  of  October,  it  was  no  more  than 
^2,525,000,  while  the  liabilities  of  the  Bank  upon  notes 
amounted  to  ^17,612,000,  and  upon  deposits  to  =£6,734,000. 
The  Bank  directors  were  very  anxious  to  stop  this  demand 
for  gold.  With  this  view,  they  raised  the  rate  of  interest 
on  May  16th  to  5  per  cent.,  on  June  20th  to  5|  per  cent., 
and  on  August  1st  to  6  per  cent. ;  and  they  charged  the 
same  rate  upon  their  short  loans.  They  are  supposed  to 
have  sold  large  amounts  of  Government  stock  and  ex- 
chequer bills,  and  on  July  13th  they  announced  that  they 
were  ready  to  receive  proposals  for  the  sale  of  the  dead 
weight.  None  of  the  offers,  however,  met  their  appro- 
bation. Finding  these  measures  not  speedily  effective,  an 
arrangement  was  made  with  the  Bank  of  France  for  a 
loan  of  =£2,500,000.  Messrs.  Baring  and  Co.  drew  bills  on 
account  of  the  Bank  of  England  upon  houses  in  Paris 
for  this  amount,  which  the  Bank  of  France  undertook  to 
discount.  The  directors  also  determined  to  refuse  to  dis- 
count any  bills  drawn  or  indorsed  by  any  private  or 
joint-stock  bank  of  issue.  Notwithstn tiding  these  mea- 
sures, the  stock  of  gold  in  the  Bank  continued  to  decrease 
until  the  18th  October,  when  it  reached  the  lowest  point  of 
depression.  From  this  point  it  continued  to  advance,  and 
the  pressure  began  gradually,  but  slowly,  to  subside. 

It  may  be  useful  to  notice  the  differences  between  the 
pressure  of  1836  and  that  of  1839.  If  we  measure  the 
intensity  of  the  prerisure  by  the  difference  between  the 
largest  and  the  lowest  stock  of  gold  in  the  Bank  of  Eng- 
land, the  former  pressure  will  range  from  =£7,801,000  to 
d£4,032,000,  and  the  latter  from  ^10,126,000  to  i:2,525,000. 
In  the  pressure  of  1836,  one  joint-stock  bank,  a  London 
private  bank,  two  country  private  banks,  three  large 
American  agency  houses,  and  a  great  many  respectable 
merchants,   stopped  payment.     In  the  pressure    of  1*^-^9, 
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there  was  scarcely  a  failure  until  the  month  of  December, 
and  tlien  only  among  the  second  class  of  traders.  In  the 
pressure  of  1836,  the  prices  of  nearly  all  commodities  fell 
considerably,  and  almost  immediately.  In  the  ])ressure  of 
1839,  the  prices  of  most  commodities  remained  for  a  length 
of  time  nearly  the  same.  In  1836,  the  Bank  of  England 
did  not  raise  their  rate  of  interest  above  5  per  cent.  In 
1839,  the  rate  of  interest  upon  both  discounts  and  loans 
was  raised  to  6  per  cent.  In  1839,  the  Bank  gave  notice 
that  they  were  willing  to  sell  the  dead  weight,  and  they 
made  arrangements  for  borrowing  =£2,500,000  sterling 
from  the  Bank  of  France.  In  1836,  the  Bank  adopted 
neither  of  these  measures.  In  1836,  the  Bank  of  England 
rejected  all  bills  drawn  or  indorsed  by  joint-stock  banks 
of  issue.  In  1839,  they  rejected  also  all  bills  drawn  and 
indorsed  by  private  banks  of  issue. 

It  would  appear  that  a  season  of  pressure  is  always 
preceded  by  one  of  speculation ;  and  hence  it  follows  that 
a  banker  who  wishes  to  be  easy  in  a  time  of  pressure 
must  act  wisely  in  the  previous  season  of  speculation. 
It  requires  no  ordinary  firnmess  to  do  this.  To  act  wisely 
in  a  season  of  speculation  is  far  more  difficult  than  to 
act  wisely  in  one  of  pressure.  But  unless  a  banker  acts 
wisely  in  the  previous  time  of  speculation,  his  wisdom  will 
probably  be  of  little  avail  when  the  pressure  arrives. 

While,  therefore,  money  is  still  abundant,  the  public 
funds  liigh,  and  other  l)ankers  liberal  in  accommodation, 
he  should  lie  doubly  cautious  against  taking  bills  of  a 
doubtful  character,  or  making  advances  upon  irregular 
securities.  He  should  not  suffer  the  desire  of  employing 
his  funds,  or  the  fear  of  offending  his  customers,  to  induce 
him  to  deviate  from  sound  banking  principles.  He  should 
also  take  this  opportunity  of  calling  up  all  dead  or  doubt- 
ful loans,  and  of  getting  rid  of  all   weak  customers.     He 
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should  also,  •under  any  circumstances,  avoid  making  ad- 
vances for  any  length  of  time,  and  investments  in  securi- 
ties that  are  not  at  all  times  convertible,  or  the  price  of 
which  is  likely  to  sustain  a  great  fall  on  the  occurrence  of 
a  pressure.  The  discount  of  first-rate  commercial  bills 
liaving  a  short  time  to  run,  or  short  loans  on  stock  or  other 
undeniable  security,  however  low  the  interest  received, 
seem  to  be  the  most  safe  and  advantageous  transactions 

When  the  aspect  of  affairs  seems  to  threaten  that  money 
will  be  in  demand,  and  the  failure  of  a  number  of  mer- 
chants and  traders  may  consequently  be  apprehended,  it 
behoves  him  to  prepare  for  approaching  events  by  avoid- 
ing all  discounts  of  bills  of  an  inferior  class,  and  by  keep- 
ing his  funds  in  an  available  state.  With  a  view  to  these 
objects,  he  will  review  all  his  loan  and  discount  accounts, 
call  up  his  loans  of  long  standing,  where  it  can  be  done 
without  injury  to  the  interest  or  reputation  of  his  bank, 
avoid  all  overdrawn  accounts,  and  reduce  the  amount  of 
discounts  of  the  inferior  class  of  accounts.  In  performing 
these  operations,  he  will  exercise  due  judgment  and  dis- 
cretion, making  proper  distinctions  between  his  customers, 
and  reducing  chiefly  those  bills  which  are  not  of  a  business 
character,  or  which  are  drawn  upon  doubtful  people,  or 
upon  parties  that  he  knows  nothing  about ;  he  will  also 
mark  particularly  those  accounts  which  require  large  dis- 
counts, but  keep  no  corresponding  balance  to  the  credit  of 
their  current  accounts. 

As  the  pressure  advances,  he  will  find  that  there  are 
three  demands  upon  his  funds.  First,  his  customers  wiU 
reduce  their  balances,  and  keep  less  money  in  his  hands. 
Money  lodged  at  interest  will  be  taken  away,  because 
the  parties  can  make  higher  interest  elsewhere,  or  they 
will  be  tempted  by  the  low  price  of  stock  to  invest  it  in 
Grovernmeut  securities.      Secondly,  he  will  have  a  greater 
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demand  for  loans  and  discounts,  not  merely  from  weak 
people  whom  he  might  not  care  about  refusing,  but  from 
persons  of  known  wealth,  whom  it  is  his  interest  and  his 
inclination  to  oblige.  Thirdly,  he  will  think  it  prudent 
to  guard  against  sudden  demands  by  keeping  a  larger 
amount  of  bank  notes  in  his  till.  To  meet  all  these  de- 
mands he  will  be  compelled  to  realize  some  of  his  securi- 
ties, and  he  will  realize  those  first  on  which  he  will  sustain 
no  loss. 

If  a  banker  has  money  lying  at  demand  with  a  bill- 
broker,  he  will  now  have  occasion  to  call  it  in.  If  he  has 
money  lent  at  short  periods  at  the  Stock  Exchange,  he 
will,  as  he  has  occasion,  take  in  the  money  as  the  loans 
fall  due.  If  he  has  discounted  brokers'  bills,  he  will  receive 
the  amounts  when  due,  and  discount  no  more.  Should 
these  operations  not  be  sufficient  to  meet  the  demands  upon 
his  funds,  he  will  then  sell  his  stock  or  exchequer  bills,  or 
borrow  on  them  in  the  money  market.  A  country  banker 
who  has  kept  his  reserve  in  bills  of  exchange  will  be 
anxious  to  re-discount  them,  and  will  think  himself  lucky 
if  he  can  do  so  readily  and  at  a  moderate  rate  of  interest. 
It  will  be  useless  for  a  banker  to  attempt  to  call  up 
dead  loans,  or  to  reduce  his  discounts,  after  the  pressure 
has  commenced.  He  should  have  thought  of  these  mat- 
ters in  the  previous  season  of  abundance.  As  he  cannot 
.  get  in  any  outstanding  advances,  he  had  better  not  ask  for 
them,  but  merely  charge  the  parties  an  increased  rate  of 
interest.  If  he  demand  the  money,  he  will  not  get  it,  and 
he  may  give  rise  to  a  surmise  that  he  is  short  of  funds. 
This  season  of  pressure  is,  however,  a  good  opportunity  for 
calling  up  advances,  or  getting  rid  of  connections  that  he 
would,  on  other  grounds,  like  to  be  without.  The  "  scar- 
city of  money,"  the  "  pressure  on  the  money  market,"  are 
caj,)ital  reasons  to  assign  for  refusing  applications  which, 
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even  otherwise,  he  would  refuse,  and  for  calling  up  loans 
which,  under  any  circumstances,  he  would  like  to  see  repaid. 

During  a  pressure,  a  banker  will  have  to  give  a  great 
many  refusals,  and  some  discretion  will  be  necessary  in 
the  form  of  giving  these  refusals.  Let  him  refuse  in 
what  way  he  may  at  such  a  season,  he  will  be  sure  to 
give  offence.  And  the  party  refused  will  possibly  publish 
the  refusal,  and,  from  motives  of  ignorance  or  malignity, 
represent  the  refusal  as  having  arisen  from  want  of 
means,  and  possibly  may  circulate  a  report  that  the 
banker  is  about  to  stop  payment.  Hence  rumours  about 
banks  are  always  rife  in  seasons  of  pressure,  and  they  add 
to  the  general  want  of  confidence  which  then  prevails. 

During  a  pressure,  a  banker  will  have  offers  of  new  ac- 
coimts  to  be  transferred  from  other  bankers,  provided  he 
will  consent  to  make  certain  advances.  Some  caution 
must  be  exercised  in  this  matter.  It  is  quite  possible  that 
some  perfectly  safe  parties,  having  large  accounts,  may  be 
disposed  to  remove  in  consequence  of  their  present  bankers 
not  being  equal  to  the  supply  of  their  wants.  In  this 
case,  the  banker  will  be  regulated  by  the  value  of  the 
proposed  account  and  the  extent  of  his  own  means.  On 
the  other  hand,  it  is  equally  possible  that  weak  people, 
to  whom  their  present  bank  might  not,  in  any  case,  have 
given  advances,  may  use  the  "  scarcity  of  money "  as  a 
pretext  for  making  application  to  a  new  banker,  stating 
their  belief  that  their  old  banker  was  unable  to  meet  their 
requirements.  It  behoves  a  banker  to  use  much  discre- 
tion in  such  a  case,  especially  if  it  be  a  large  account. 
If  he  errs  at  all,  he  should  err  on  the  side  of  caution. 

It  wiU  rarely  be  wise  for  a  banker  in  a  season  of  pres- 
sure to  attempt  to  get  away  the  customers  of  other 
bankers  by  offering  them  greater  accommodation.  The 
best  way  of  getting  new  connections  is  to  treat  well  those 
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that  he  has.  It  is  better  for  a  banker  to  employ  hie 
funds  in  supporting  his  old  friends  than  in  attempting 
to  get  new  ones.  If  his  funds  are  so  ample  that  he  can 
do  both  without  inconvenience,  very  well.  But  caution  is 
necessary  in  taking  new  accounts  at  this  time,  and  he 
should  be  doubly  cautious  in  making  applications  to  par- 
ties. Unless  he  has  the  most  ample  and  satisfactory  in- 
formation as  to  their  circumstances,  he  had  better  wait 
until  they  apply  to  him.  It  would  then  devolve  upon 
them  to  satisfy  him  that  he  would  be  justified  in  making 
the  advances  required. 

During  the  pressure,  a  banker  will  find  that  some  of  his 
wealthier  customers,  who,  when  money  was  abundant, 
took  their  bills  to  be  discounted  by  a  bill-broker,  because 
he  would  cash  them  at  a  lower  rate,  will  come  back,  and 
expect  to  have  discounts  from  their  banker.  This  is  no 
fault  of  the  bill-brokers.  People  put  money  in  their  hands 
avowedly  for  temporary  purjjoses.  In  seasons  of  abun- 
dance the  bill-brokers  are  glutted  with  money.  When  the 
pressure  commences  this  money  is  withdrawn.  The  con- 
sequence is,  that  in  seasons  of  abiindance  the  bill-brokers 
will  discount  at  a  lower  rate  than  the  bankers,  and  when 
money  is  scarce  they  discount  at  a  higher  rate,  and  in 
many  cases  will  not  discount  at  all.  Sharp-sighted  people, 
who  are  acquainted  with  the  London  money  market,  will, 
when  money  is  abundant,  take  all  their  first-rate  bills 
to  a  bill-broker,  and  send  to  their  banker  all  their  in- 
ferior bills,  which  a  bill-broker  would  not  take.  Now, 
if  a  banker  has  occasion  to  curtail  his  advances  in 
seasons  of  pressure,  he  should  begin  with  peojjle  of  this 
sort.  But  if  he  has  ample  means,  and  the  parties  are 
wealthy,  he  may  deem  it  worth  his  while  to  take  their 
biUs,  charging  a  high  rate  of  interest,  and  gently  remind- 
ing them  of  their  former  delinquencies.     Exhortations  to 
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good  beliaviour  have  always  a  greater  effect  when  admi- 
nistered in  seasons  of  affliction.  And  reproof  at  this  time 
to  a  party  who  has  thus  wandered  may  induce  him  to 
pursue  in  future  a  more  righteous  line  of  conduct. 

During  a  pressure,  a  banker  will  find  that  some  of  his 
customers  will  get  into  difficulties,  and  will  apply  to  him 
for  assistance.  He  will  often  be  at  a  loss  to  decide  whether 
he  should  or  should  not  grant  the  assistance  required. 
This  hesitation  will  arise  from  his  doubts  as  to  the  extent 
to  which  he  can  prudently  rely  upon  the  calculations  and 
anticipations  of  his  customer.  The  party  states  that  he 
must  immediately  stop  payment  unless  he  has  assistance ; 
but  he  has  abundance  of  property,  and  his  difficulties 
arise  only  from  not  being  able  to  realize  it.  If  he  has  a 
certain  sum  he  can  then  go  on  comfortably.  The  banker 
grants  him  this  sum.  After  a  while,  he  comes  again,  and 
states  he  must  now  stop  unless  he  has  a  farther  sum. 
The  banker  hesitates,  but  ultimately  gives  him  this  farther 
sum.  He  comes  a  third  time,  and  states  he  has  not  yet 
got  enough ;  and  not  being  able  to  get  more,  he  then 
stops,  leaving  the  banker  at  best  with  a  large  lock-up, 
and  probably  with  an  ultimate  loss. 

During  a  pressure,  those  banks  that  allow  interest  on 
deposits  will  be  asked  for  a  higher  rate  of  interest.^  It 
is  quite  right  that  those  parties  who  have  had  deposits  at 
the  bank  for  some  time,  should  receive  a  higher  rate  of 
interest,  proj^ortionate  to  the  increased  value  of  money. 
But  it  may  be  questioned  whether  it  is  worth  while  to  re- 

'  The  rate  of  interest  alhjwed  on  deposits  by  the  banks  in  London  and 
throughout  the  country  generally  is  I'egulated  by  the  Bank  of  England 
rate  for  the  time  being,  and  is,  as  a  rule,  one  per  cent,  below  that  rate. 
But  in  special  instances,  when  money  is  scarce  and  the  bank  rate  high, 
or  plentiful  and  the  bank  rate  low,  one  and  a  half  per  cent.,  and  even 
more  than  that,  below  the  bank  rate,  is  frequently  the  rate  allowed  for 
deposits. 
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ceive  farther  lodgments,  during  a  pressure,  at  a  high  rate 
of  interest,  unless  they  are  lodged  for  a  fixed  period.  For, 
should  the  pressure  increase,  these  sums  are  sure  to  be 
withdrawn,  or  else  applications  will  be  made  for  a  higher 
rate  of  interest  than  the  banker  can  prudently  give.  Nor 
must  it  be  forgotten  that  it  is  not  wise  for  a  banker 
to  give,  during  a  panic,  an  extravagant  rate  of  interest. 
Should  he  do  so,  he  will  give  rise  to  an  opinion  that  he  is 
short  of  funds,  and  this  may  cause  more  deposits  to  be  with- 
drawn than  he  would  obtain  from  his  high  rate  of  interest. 

During  a  pressure,  a  banker  will  pay  considerable  atten- 
tion to  the  published  returns  of  the  Bank  «)f  England. 
The  i.ncrease  or  diminution  of  the  gold  and  silver  in  the 
issuing  department  will  show  the  progress  of  the  pres- 
sure. As  these  increase,  money  will  become  less  scarce, 
the  rate  of  interest  will  fall,  and  the  pressure  will  subside. 
In  this  department,  it  is  the  progress  of  increase  or  dimi- 
nution, more  than  t*he  actual  amount,  that  should  be  the 
main  object  of  attention.  The  banking  department  re- 
sembles any  other  bank.  Its  means  are  the  paid-up 
capital — the  real  or  surplus  fund — the  public  deposits — 
the  private  deposits,  and  the  seven-day  bills.  These 
means  are  employed  in  public  securities,  private  securi- 
ties, and  cash  in  the  till.  Its  ability  to  make  advances, 
at  any  given  time,  depends  on  the  amount  of  cash  in 
the  tUl.  The  diminution  of  this  amount  shows  the  in- 
crease of  the  pressure,  and  the  banker  will  act  accordingly. 

As  far  as  past  experience  goes,  all  panics  or  pressui'es 
have  resulted  in  a  subsequent  abundance  of  money.  It 
would  be  a  grand  thing  for  a  banker  if  he  could  know 
beforehand  at  what  precise  point  this  change  would  take 
place.  But  this  he  cannot  know,  and  he  had  better  not 
speculate  on  the  subject,  but  just  follow  the  course  of 
events  as  they  occur.     AVhen,  however,  the  point  is  fairly 
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turned,  he  ■will  act  wisely  in  investing  all  his  surplus  funds 
in  such  convertible  securities  as  are  likely  to  advance  in 
price,  from  the  increasing  low  rate  of  interest.  Exchequer 
bills  are  most  likely  to  be  the  first  affected,  and  then  the 
public  funds.  He  will,  also,  be  more  liberal  in  granting 
discounts,  and  other  advances,  and  he  will  lower  the  rate 
of  interest  at  which  he  takes  deposits.  At  the  same  time, 
he  will  be  cautious  in  the  bills  he  discounts.  For,  though 
money  may  be  abundant,  yet  trade  may  be  depressed,  and 
the  effects  of  the  previous  panic  may  be  the  failure  of  a 
great  number  of  persons  in  the  middle  class  of  society. 
The  banker  will  therefore  be  cautious  in  extending  his  dis- 
counts, except  on  bills  of  an  undoubted  character. 

We  will  observe,  lastly,  that,  in  a  season  of  j^ressure,  it 
is  peculiarly  necessary  that  a  banker  should  pay  regard  to 
the  state  of  his  own  health,  and  to  the  discipline  of  his  own 
mind,  so  as  to  guard  against  any  morbid  or  gloomy  appre- 
hensions with  regard  to  the  future.  He  should  attempt  to 
form  a  cool  and  dispassionate  judgment  as  to  the  result 
of  passing  events  ;  endeavouring  so  to  arrange  his  own 
affairs  as  to  be  prepared  for  whatever  may  occur,  but 
taking  care  not  to  increase  the  present  evil  by  predicting 
greater  calamities.  K  he  suffer  a  feeling  of  despondency 
to  get  the  mastery  of  his  mind,  he  will  be  less  able  to  cope 
with  the  difficulties  of  his  position.  He  will  then,  pro- 
bably, refuse  reasonable  assistance  to  even  first-rate  cus- 
tomers, realize  securities  unnecessarily  at  a  heavy  sacrifice, 
and  keep  in  his  till  an  amount  of  unemployed  treasure  ex- 
cessively disproportionate  to  the  extent  of  his  liabilities. 
This  will  increase  the  pressure.  Fear,  too,  is  always  con- 
tagious. A  banker  of  this  melancholy  temperament  will 
impart  his  apprehensions  to  others,  and  thus  the  panic  will 
become  more  widely  extended. 


326  THE   HISTORY,    PRINCIPLES,    AND 


SECTION  XXII. 

THE    ADMINISTRATION    OF    A    BANK    UNDER    THE    ACT    OF 

1844. 

T  T  would  not  be  consistent  with  the  practical  character  of 
-*-  this  work  to  discuss,  at  great  length,  any  theory  of  the 
currency.  But  the  Acb  of  1844,  though  founded  on  a 
theory,  was  a  practical  measure,  and  has  so  important  a 
bearing  on  the  administration  of  banking  affairs,  that  our 
work  would  be  regarded  as  incomplete  were  the  subject 
altogether  omitted. 

"  The  Act  of  1844  "  is  the  7  &  8  Vict.  cap.  32,  and  is 
entitled,  "  An  Act  to  regulate  the  Issue  of  Bank  Notes,  and 
for  giving  to  the  Governor  and  Company  of  the  Bank  of 
England  certain  privileges  for  a  limited  period."  It  enacts 
that  from  and  after  the  31st  August,  1844,  the  Issue  de- 
partment of  the  Bank  of  England  shall  be  separated  from 
the  Banking  department — that  the  issuing  department 
may  issue  notes  to  the  extent  of  d614,000,000  upon  secu- 
rities set  apart  for  that  purpose,  of  which  the  debt  of 
^11,015,100  due  from  the  Government  to  the  bank  shall 
form  a  part — that  no  amount  of  notes  above  .£14,000,000 
shall  be  issued,  except  against  gold  coin,  or  gold  or  silver 
bullion ;  and  that  the  silver  bullion  shall  not  exceed  one- 
fourth  the  amount  of  gold  coin  and  bullion.  Any  person 
is  entitled  to  demand  notes  from  the  issuing  department, 
in  exchange  for  gold  bullion,  at  the  rate  of  £S  17s.  9d.  per 
ounce.     Should  any  banker  discontinue  his  issue  of  notes, 
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the  Bank  of  England  may,  upon  application,  be  em- 
powered by  an  Order  of  Council  to  increase  its  issue  upon 
securities  to  the  extent  of  two-thirds  of  the  issue  thus 
withdrawn  ;  but  all  the  profit  of  this  increased  issue  must 
go  to  the  Government. 

The  theory  on  which  this  Act  was  founded  had,  for 
several  years  previously,  been  brought  before  the  public  in 
pamphlets  written  by  men  of  distinguished  talent.  Upon 
some  of  these  pamphlets  we  wrote  a  critique,  which  ap- 
peared in  the  "Westminster  Keview"  of  January,  1841. 
That  article  was  afterwards  published  separately,  under 
the  title  of  "  Currency  and  Banking  :  a  Review  of  some  of 
the  Principles  and  Plans  that  have  recently  engaged  public 
attention,  with  reference  to  the  administration  of  the  Cur- 
rency." In  this  review  we  made  the  following  observations 
on  the  plan  then  proposed,  and  subsequently  carried  out 
in  the  Act  of  1844  : — 

"  Tlie  plan  of  making  the  amount  of  the  circulation  fluctuate 
in  exact  correspondence  with  the  amount  of  gold  in  the 
Bank  of  England. 

"  This  plan  is  open  to  the  following  objections  : — 

"  Upon  this  plan  there  must  be  a  perpetual  increase  and 
diminution  in  the  stock  of  gold  ;  consequently  a  perpetual 
increase  and  diminution  in  the  amount  of  the  currency 
The  increase  in  the  amount  of  the  currency  would  I'aise 
prices  and  stimvilate  speculation.  The  diminution  in  the 
amount  of  the  currency  would  reduce  prices  and  produce 
distress.  And  thus  there  must  be  a  constant  alteration 
from  high  prices  to  low  pi'ices,  and  again  from  low  prices 
to  high  prices — from  speculation  to  distress,  and  from  dis- 
tress to  speculation. 

"  2.  But  depression  of  prices,  and  its  attendant  mise- 
ries, may  not  be  experienced  only  when  the  foreign  ex- 
changes are  unfavourable.     Excessive  caution,  an  appre- 
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hension  of  war,  or  political  feeling,  may  cause  a  domestic 
demand  for  gold,  and  this  would  cause  for  a  while  a  con- 
traction of  the  currency  as  severe  as  that  which  would  arise 
from  an  unfavourable  exchange  ;  and,  as  the  hank  directors 
would  have  no  discretionary  power,  but  would  be  required 
'  to  adhere  to  principle,'  by  giving  gold  for  notes,  or  notes 
for  gold,  they  coidd  do  nothing  to  assuage  these  calamities. 
According  to  Mr.  Loyd,  a  drain,  from  whatever  cause  it 
may  arise,  must  be  met  by  a  contraction  of  the  currency. 
Mr.  Palmer,  in  laying  down  his  rule,  put  in  a  saving  clause 
^'except  under  special  circumstances,'  but  Mr.  Loyd^ 
makes  no  exceptions. 

"  3,  To  carry  this  system  into  ojjeration  would  requii'e 
a  separation  of  the  issuing  department  from  the  other  de- 
partments of  the  business  of  the  bank,  and  this  would 
cause  still  farther  inconveniences.  The  management  of 
the  issuing  department  would  be  exceedingly  simple.  The 
office  of  the  directors  would  be  a  complete  sinecure,  and, 
for  anything  they  would  have  to  do,  their  jilaces  might 
be  as  well  supplied  by  four-and-twenty  broomsticks.  A 
few  cashiers  to  exchange  gold  for  notes,  or  notes  for  gold, 
would  be  all  the  establishment  required ;  and  could  Mr. 
Babbage  be  induced  to  construct  a  '  self-acting  '  machine 
to  perform  these  operations,  the  whole  business  of  the 
currency  department  might  be  carried  on  without  human 
agency.  But  the  deposit  department  would  require  more 
attention.  '  It  is  in  the  nature  of  banking  business,'  says 
Mr.  Loyd,  '  that  the  amount  of  its  deposits  should  vary 

*  I  wish  I  could  have  made  this  quotation  witliout  introfUicing  the 
names.  It  would  j^reatly  assist  our  inquiries  after  truth,  and  lead  to 
the  formation  of  an  independent  judgment,  if  we  could  engage  in  dis- 
cussions of  this  kind  without  any  reference  to  those  talented  men  who 
may  have  distinguished  themselves  as  cither  the  advocates  or  the  oppo- 
nents of  the  doctrines  we  investigate. 
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•with  a  variety  of  circumstances  ;  and,  as  the  amount  of 
deposits  varies,  the  amount  of  that  in  which  those  deposits 
are  invested  (viz.,  the  securities)  must  vary  also.  It  is, 
therefore,  quite  absurd  to  talk  of  the  bank,  in  its  character 
of  a  banking  concern,  keeping  the  amount  of  its  securities 
invariable.'  As,  therefore,  the  deposits  might  vary,  the 
bank  would  be  a  buyer  or  a  seller  of  Government  secu- 
rities; and  as  these  variations  are  sometimes  to  a  very 
large  amount,  the  fluctuations  in  the  price  of  the  public 
funds,  and  of  exchequer  bills,  would  be  very  consider- 
able. Thus  the  property  of  those  who  held  these  secu- 
•fities  would  be  always  changing  in  value.  Again,  the 
deposits  would  be  withdrawn  chiefly  in  seasons  of  pres- 
sure, and  the  bank  would  then  be  compelled  to  sell  her 
securities.  But  suppose  the  scarcity  of  money  should  be 
so  great  that  the  securities  would  be  unsaleable  even  at 
a  reduced  price,  how  then  could  the  bank  pay  off  her 
deposits  ? 

"  4.  If  the  currency  were  administered  upon  this  prin- 
ciple, the  bank  would  be  tmable  to  grant  assistance  to 
the  commercial  and  manufacturing  classes  in  seasons  of 
calamity. 

"  Mr.  Loyd  exclaims,  '  Let  not  the  borrowers  of  money, 
Government  and  Commerce,  approach,  with  their  dangerous 
and  seductive  influences,  the  creator  of  money.'  But,  with 
all  deference  to  Mr.  Loyd,  we  contend  that  it  is  the  pro- 
vince of  a  bank  to  afford  assistance  to  trade  and  commerce 
in  seasons  of  pressure.  Mr.  Loyd,  as  a  practical  banker, 
would  no  doubt  afford  assistance  to  his  own  customers  in 
such  seasons ;  and  if  this  be  the  province  and  duty  of  a 
private  banker,  the  duty  is  more  imperative  on  a  public 
banking  company,  and  more  imperative  still  on  a  bank  in- 
vested by  the  legislature  with  peculiar  privileges  for  the 
public  good.     Mr.  Loyd  says,  '  Let  the  bank  afford  this 
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assistance  out  of  her  own  funds.'  But,  under  Mr.  Loyd'a 
system,  she  could  grant  assistance  only  by  selling  secxiri- 
ties  ;  and  what  relief  would  she  afford  by  selling  securities 
with  one  hand,  and  lending  out  the  money  with  the  other? 
Besides,  is  it  certain  that,  under  such  a  pressure  as  Mr. 
Loyd's  system,  must  occasionally  produce,  these  securities 
would  be  saleable  at  even  any  price?  'But,'  says  Mr. 
Loyd,  '  individuals  may  afford  this  assistance.'  In  seasons 
of  pressui'e  few  individuals  have  more  ample  funds  than 
what  are  necessary  for  the  supply  of  their  own  wants.  .  .  . 
When  the  distress  is  caused  by  a  contraction  of  the  cur- 
rency, it  can  only  be  removed  by  an  increased  issue  of 
notes.  And  there  are  many  cases,  such  for  instance  as 
that  of  the  Noi*thern  and  Central  Bank,  in  which  assistance 
can  only  be  effectually  rendered  in  this  manner. 

"  We  consider  that  any  system  of  administering  the 
currency,  which  prohibits  the  banking  institutions  of  the 
country  from  gi'anting  relief  to  the  commercial  and  manu- 
facturing classes,  must  be  unsound.  We  should  condemn 
such  a  system  at  once,  even  if  we  could  not  detect  the  fal- 
lacies on  which  it  was  founded.  In  political  economy  we 
can  judge  of  principles  only  by  their  practical  effects — 
and  any  system  which  produces  these  effects  must  be  un- 
soiind.  When  seasons  of  calamity  occur,  it  is  not  for  the 
national  bank  to  exclaim,  Sauve  qui  pent.  They  ought  to 
co-operate  with  the  Government  in  attempting  to  relieve 
the  distress,  and  to  preserve  the  tranquillity  of  the 
country." 

These  remarks,  written  in  the  year  1841,  might,  if  put 
into  the  past  tense,  almost  serve  for  a  history  of  the  year 
1847.  The  Act  of  1844  was  formed  upon  the  principle 
which  is  here  condemned ;  and  the  effects  described  have 
actually  occurred.  There  have  been  great  fluctuations  in 
the  amount  of  the  circulation,  in  the  rate  of  interest,  and 
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in  the  prices  of  the  public  securities.  There  have  been 
great  speculations,  followed  by  great  distress.  The  Go- 
vernment funds  have  in  large  amounts  been  imsaleable ; 
and  the  bank  has  been  unable  to  afford  relief  to  the  com- 
mercial  classes.  A  severe  pressure  has  taken  place  ;  and, 
in  consequence  of  this  severe  pressure,  the  Act  was  sus- 
pended. It  has  been  denied  that  this  pressure  was  pro- 
duced or  increased  by  the  Act.  But,  how  stand  the  facts  ? 
The  Act  was  passed,  and,  as  predicted,  a  pressure  came : 
the  Act  was  continued,  and  the  pressure  increased :  the 
Act  was  suspended,  and  the  pressure  went  away.  These 
are  not  opinions — they  are  facts. 

At  the  meeting  of  Parliament  in  the  latter  end  of  1847, 
committees  were  appointed  by  both  the  House  of  LordB 
and  the  House  of  Commons,  to  "  inquire  into  the  causes 
of  the  distress  which  has  for  some  time  prevailed  among 
the  commercial  classes  ;  and  how  far  it  has  been  affected 
by  the  laws  for  regulating  the  issue  of  bank  notes  pay- 
able on  demand."  The  following  is  an  extract  from  the 
Report  of  the  Lords'  Committee  as  to  the  causes  of  the 
pressure  : — 

"A  sudden  and  unexampled  demand  for  foreign  corn, 
produced  by  a  failure  in  many  descriptions  of  agricultural 
produce  throughout  the  United  Kingdom,  coincided  with 
the  unprecedented  extent  of  speculation  produced  by  in- 
creased facilities  of  credit  and  a  low  rate  of  interest,  and  had 
for  some  time  occasioned  over-trading  in  many  branches  of 
commerce.  This  was  more  especially  felt  in  railroads,  for 
which  calls  to  a  large  amount  were  daily  becoming  pay- 
able, without  corresponding  funds  to  meet  them,  except 
by  the  withdrawal  of  capital  from  other  pursuits  and 
investments.  These  causes  account  for  much  of  the 
pressure  under  which  many  of  the  weaker  commercial 
firms  were  doomed  to  sink,  and  which  was  felt  even  by 
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the  strongest.  To  these  causes  may  be  added  a  contem 
poraneous  rise  of  price  in  cotton  ;  and,  with  respect  to 
houses  connected  with  the  East  and  West  India  trade,  a 
svidden  and  extensive  fall  in  the  price  of  sugar,  by  which 
the  value  of  their  most  readily  available  assets  underwent 
great  depreciation. 

"  Some  of  these  causes  are  obviously  beyond  the  reach 
of  legislative  control.  But  upon  those  which  are  con- 
nected with  the  extension  of  commercial  speculation,  en- 
couraged or  checked  by  the  facility  or  the  difficulty  of 
obtaining  credit  by  the  advance  of  capital  and  the  dis- 
count of  bills,  the  powers  and  position  of  the  Bank  of 
England  must  at  all  times  enable  that  corporation  to 
exercise  an  important  influence.  The  committee  have 
consequently  felt  it  to  be  their  duty  to  inquire  into  the 
course  pursued  by  the  bank  acting  under  the  provisions  of 
the  7  &  8  Vict.  c.  32,  and  they  have  come  to  the  conclu- 
sion that  the  recent  panic  was  materially  aggravated  by 
the  operation  of  that  statute,  and  by  the  proceedings  of 
the  bank  itself.  This  effect  may  be  traced,  directly,  to  the 
Act  of  1844,  in  the  legislative  restriction  imposed  on  the 
means  of  accommodation,  whilst  a  large  amount  of  bul- 
lion was  held  in  the  coffers  of  the  bank,  and  during  a 
time  of  favourable  exchanges ;  and  it  may  be  traced  to 
the  same  cause,  indirectly,  as  a  consequence  of  great 
fluctuations  in  the  rate  of  discount,  and  of  capital  pre- 
viously advanced  at  an  unusually  low  rate  of  interest. 
This  course  the  bank  would  hardly  have  felt  itself  jus- 
tified in  taking,  had  not  an  impression  existed  that,  by 
the  separation  of  the  issue  and  the  banking  depai'tments, 
one  inflexible  rule  for  regulating  the  bank  issues  had  been 
substituted  by  law  in  place  of  the  discretion  formerly 
vested  in  the  bank." 

The  nature  and  extent  of  the  pressure  is  thus  described 
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by  the  Grovernor  and  Deptity-Goveraor  of  the  Bank  of 
England  : — 

"  The  panic  began  by  the  failures  in  the   corn  trade. 
The  price  of  wheat  had  risen  to  about  120s.     Large  ar- 
rivals of  grain  from  the  continent  of  Europe  and  from 
America,  coupled  with  the  prospect  of  an  early  and  abun- 
dant harvest,  caused  a  sudden  fall  in  price  to  about  60s., 
with  a  corresponding  decline  in  Indian  com.     The  failure 
of  most  of  the  corn  speculators  followed  this  great  reduc- 
tion in  price,  and  their  failure  caused  the  stoppage  of  an 
eminent  discount  broker  having  a  large  country  connection. 
This  latter  failure,  by  closing  one  of  the  principal  chan- 
nels of  discount  between  the  country  and  London,  caused 
distrust  to  extend  into  the  country.     Credit  became  af- 
fected by  these  failures,  and  several  London  firms  of  high 
standing  also  failed.      Then  followed  in  rapid  succession 
the  failure  of  the  Royal  Bank  of  Liverpool,  the  Liverpool 
Banking  Company,  the  North  and  South  Wales  Banking 
Company,  some   private   cotmtry  banks,  and  the  Union 
Bank  of  Newcastle,  followed  by  a  tremendous  run  upon 
the  Northumberland    and  Durham  District  'Bank.      To 
these  disasters  succeeded  alarm,  and  an  almost  total  pros- 
tration of  credit.       The    London   bankers    and  discount 
brokers  refused  to  grant  the  usual  accommodation  to  their 
customers,   and  necessarily    obliged   everyone   requiring 
assistance  to  resort  to  the  Bank  of  England.     Money  was 
hoarded  to  a  considerable  extent :  so  much  so,  that  not- 
withstanding the  notes  and  coin  issued  to  the  public,  in 
October  it  exceeded  by  ^4,000,000  or  .£5,000,000  the  amount 
with  the  public  in  August ;  still  the  general  complaint  was 
of  a  scarcity  of  money      Credit  was  so  entirely  destroyed, 
that  houses  trading  to  distant  countries,  carrying  on  their 
business  through  the   means  of   credit   by  a  renewal  of 
their  acceptances  as  they  became    due,    were    no    longei 
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able  to  meet  tlieir  engagements,  and  were  forced  to  stop 
payment.  This  was  the  state  of  things  previous  to  the 
issuing  of  the  Government  letter  in  October."  ^ 

The  Committee  of  the  House  of  Commons  delivered  a 
Report  in  favour  of  the  continuance  of  the  Bill  without 
alteration — in  oj)position  to  the  opinions  of  by  far  the 
majority  of  the  witnesses  who  were  examined. 

Those  witnesses  who  are  friendly  to  the  Act  contend 
that  it  has  secured  the  convertibility  of  the  Bank  of  Eng- 
land note — that  this  convertibility  was  endangered  in 
1825,  in  1837,  and  in  1839,  and  would  have  been  endan- 
gered in  1847  but  for  this  Act.^ 

By  the  phrase  "  securing  the  convertibility  of  the  note," 
it  is  not  meant  that  the  issue  department  of  the  Bank  of 
England  held  a  sufficient  amount  of  gold  and  silver  to  pay 
off  all  the  notes  it  had  issued.  It  is  obvious  that  the  gold 
and  silver  in  hand  must  always  be  fourteen  millions  less 
than  this  amount,  inasmuch  as  fourteen  millions  of  notes 
are  issued  against  securities.  By  "  securing  the  converti- 
bility of  the  note,"  is  meant,  that  the  issue  department 
of  the  Banl^  of  England  were  in  a  condition  to  pay  off  any 
amc  ant  of  notes  of  which  payment  was  likely  to  be  de- 
manded for  the  purpose  of  exporting  the  gold — the  issue  de- 
partment was  always  in  a  condition  to  meet  any  foreign 
demand  for  gold.  This  is  called,  "  securing  the  converti- 
bility of  the  note." 

It  has  been  contended,  that  the  Act  has  retained  in 
Lhe  vaults  of  the  Bank  of  England  a  larger  amount  of 
gold  and  silver  than  would  otherwise  have  been  retained. 
And  as  this  amount  is  set  apart  for  the  express  purpose 
of  paying  the  notes,  their  payment  is  so  far  additionally 

'  Lords,  No.  12. 

*  See  the  Evidence  before  the  Committee  of  the  House  of  Lords, 
Questions  No.  1406  to  1409,  iind  No.  3169. 
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secured.  On  the  other  hand,  it  has  been  maintained  that, 
by  thus  reserving  all  the  gold  to  pay  the  notes,  we  endan- 
gered the  payment  of  the  deposits.  And  had  the  banking 
department  stopped  payment,  a  domestic  run  would  have 
taken  place  upon  the  issuing  department,  and  thus  the 
payment  of  the  notes  would  still  have  been  endangered. 

The  following  is  the  evidence  of  a  director  of  the  Bank 
of  Liverpool  upon  the  subject : 

"  With  regard  to  securing  the  convertibility  of  the  notes, 
what  is  your  opinion  of  the  bill  ? 

"  I  do  not  think  it  has  secured  the  convertibility  of  the 
notes  at  all.  The  notes  remained  convertible  up  to  the 
suspension  of  the  Bill ;  but  I  believe  that,  if  the  Bill  had 
not  been  suspended  then,  or  some  similar  measure  adopted, 
notes  would  have  ceased  to  be  convertible.  Looking  to 
the  general  state  of  things  throughout  the  countiy,  and  to 
what  I  know  to  have  been  the  state  of  things  in  London, 
and  the  position  of  trade  generally — to  the  alarm  that  was 
spreading  rapidly  through  the  country,  and  to  the  fact 
that  the  power  of  the  bank  had  been  reduced  to  such  a 
point,  that  if  there  had  been  any  apprehension  of  the 
failure  of  the  country  banks,  it  could  not  farther  support 
them,  and  that  very  little  might  have  occasioned  (I  might 
perhaps  go  further,  and  say,  would  have  occasioned)  the 
failure  of  banks  in  large  towns  and  in  the  country — be- 
lieving that  if  one  or  two  country  banks  of  any  magnitude 
had  failed,  alarm  would  have  spread  throughout  the  king- 
dom, or  if  one  or  two  London  banks  had  failed,  consterna- 
tion would  have  been  general — seeing,  also,  the  consider- 
able amount  of  reserve  in  the  hands  of  the  country  bankers 
and  joint-stock  banks,  and  the  necessity  that  there  would 
have  been  of  having  that  reserve  as  early  as  possible  con 
verted  into  gold  if  the  bank  was  obliged  to  stop — seeing 
that  a  reserve  of  ^820,000  for  each  of  300  coiintry  banks 
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would  have  taken  six  or  seven  millions,  or  of  .£15,000  each 
would  liave  taken  five  millions — and  that  if  the  run  for 
gold  had  once  begun,  it  would  probably  have  gone  on  till 
the  treasury  was  drained — seeing  all  this,  my  firm  ojjinion 
is,  that  the  Bill  of  1844  has  not  secured  convertibility,  and 
I  state  the  grounds  on  which  that  opinion  is  formed."  ^ 

It  seems  useless  at  present  to  speculate  upon  such  a 
state  of  things,  as  we  noiv  know  that  before  the  pressure 
arrived  to  such  a  height  as  to  cause  the  banking  depart- 
ment to  stop  payment,  the  Act  would  be  suspended.  But 
it  seems  fair  to  ask,  whether  the  preca\itions  of  the  Act 
are  not  disproportionate  to  the  danger?  We  ought  to 
consider  not  merely  the  greatness  of  the  evil,  but  also  the 
probability  of  its  occurrence ;  and  is  it  wise  to  inflict  upon 
ourselves  a  vast  number  of  serious  evils  merely  to  guard 
against  a  danger  that  may  never  occur  ?  It  may  farther  be 
asked,  whether  the  stringent  measures  that  were  necessary 
to  keep  the  banking  department  from  stopping  payment, 
would  not  have  been  equally  effectual  under  the  previous 
state  of  the  law  in  preserving  the  convertibility  of  the 
notes  ? 

It  should  be  recollected,  too,  that  previous  to  the  pass- 
ing of  the  Act  of  1844,  the  bank  had  the  power  of  rectify- 
ing the  exchanges  by  means  of  foreign  credits,  as  they  did 
in  the  year  1839.-  But  the  directors,  being  now  relieved 
from  all  responsibility  with  regard  to  the  issue  depart- 
ment, have  no  inducement  to  engage  in  such  an  operation. 
I*- deed,  they  mit,lit  be  censured  for  interfering  with  the 
principle  of  the  Act,  that  the  exchanges  shall  be  rectified 
by  a  transmission  of  gold  and  silver, 

'  Commons,  No.  3-t. 

'  Several  of  the  vvitnosses  made  siifrgestions  for  rectifying  this  ex- 
change bv  other  mesms  than  the  exj)ortution  of  gold. — See  Commons, 
97,  2018,  2023,  2579,  2614, 2C20. 
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It  would  appear  from  the  evidence,  that  the  sole  advan- 
tage NOW  claimed  for  the  Act,  is  that  it  has  secured  the 
convertibility  of  the  note.  Other  advantages,  however, 
were  expected  to  result.  Those  expectations  are  thus  dis- 
posed of  in  the  Eeport  of  the  Lords'  Committee : — 

"  It  is  true  that  to  those  who  may  have  expected  that  the 
7  &  8  Vict.  c.  32,  would  effectually  prevent  a  recurrence 
of  cycles  of  commercial  excitement  and  depression,  the 
contrast  between  the  years  1845  and  1847  must  produce  a 
grievous  disappointment.  To  those  who  anticipated  that 
the  Act  woTild  put  a  check  on  improvident  speculation  the 
disappointment  cannot  be  less,  if  reliance  is  to  be  placed 
(as  the  committee  are  confident  it  may)  on  the  statement 
of  the  governor  of  the  bank,  and  of  other  witnesses,  that 
'  speculations  were  never  carried  to  such  an  enormous  ex- 
tent as  in  1846  and  the  beginning  of  1847.'  If  the  Act 
were  relied  on  as  a  security  against  violent  fluctuations  in 
the  value  of  money,  the  fallaciousness  of  such  anticipation 
is  conclusively  proved  by  the  fact,  that  whilst  the  difference 
between  the  highest  and  lowest  rate  of  discount  was  in  the 
calamitous  years  1837  and  1839  but  2j  to2|  percent.,  the 
difference  in  1847  rose  to  6f .  If  it  was  contemplated  that 
the  number  and  the  extent  of  commercial  failures  would 
have  been  lessened,  the  deplorable  narrative  of  the  governor 
of  the  bank,  recording  the  failure  of  thirty-three  houses 
comparatively  in  large  business,  in  London  alone,  to  the 
amount  of  ,£8,129,000,  is  a  conclusive  reply.  If  the  enor- 
mous extent  to  which  railroad  speculation  has  been  carried 
be  considered  as  an  evil  to  which  a  sound  system  of  bank- 
ing could  have  applied  a  corrective,  such  a  corrective  has 
not  been  found  in  an  Act,  since  the  passing  of  which, 
during  a  period  of  three  years,  an  increased  rail  ivay  capital 
of  upwards  of  ^£22 1,000,000  has  been  authorized  to  be 
raised  by  Parliament ;    aad  when  the  enormous  sum  of 
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^£76,390,000  is  stated,  on  high  financial  authority,  to  have 
been  actually  expended  on  railways  in  two  years  and  a 
half.  If  the  power  of  obtaining  banking  accommodation 
on  moderate  terms  were  considered  to  be  promoted  by  the 
Act  of  1844,  it  cannot  be  said  that  this  important  object 
has  been  attained,  since  it  appears  in  evidence  that  in  1847, 
in  addition  to  an  interest  of  9  or  10  percent.,  a  commission 
was  also  frequently  paid,  raising  the  charge  to  10,  20,  or  30 
per  cent.,  according  to  the  time  which  bills  had  to  run." 

The  Report  might  have  added,  that  if  it  was  expected 
that  the  amount  of  notes  in  the  hands  of  the  public  wo\ild 
fluctuate  in  exact  correspondence  with  the  fluctuations  in 
the  amount  of  gold  in  the  Bank  of  England,  that  expecta- 
tion has  not  been  fulfilled.  From  the  censure  cast  on  the 
Bank  of  England  before  the  Act  was  passed  for  not  pro- 
ducing this  correspondence,  it  may  be  inferred  that  such  an 
expectation  was  entertained.^ 

Those  who  are  opposed  to  the  Act  of  1844  bring  against 
it  the  following  accusations  : — 

First.  The  Act  of  1844  is  accused  of  having  produced 
an  abundance  of  money  and  a  low  rate  of  interest,  and  thus 
to  have  stimulated  to  excessive  speculation.  We  showed, 
in  the  last  section,  that  these  are  always  the  precursors  of 
a  pressure. 

According  to  this  Act,  all  persons  are  entitled  to  demand 
from  the  issue  department  of  the  Bank  of  England,  Bank 
of  England  notes  in  exchange  for  gold  bullion  at  the  rate 
of  £3  17s.  9d.  per  ounce  of  standard  gold.  When,  there- 
fore, the  foreign  exchanges  are  favourable  to  the  importa- 
tion of  gold,  this  gold,  consisting  of  gold  bars  and  foreign 
gold  coin,  which  could  not  be  used  as  money  in  this 
country,  is  taken  to  the  issue  department,  and  instantlv 

'  See  the  Evidence  takpn  before  the  Committee  on  Banks  of  Issue, 
No.  '2G77— 2713. 
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converted  into  Bank  of  England  notes.  The  amount  of 
notes  is  thus  increased  beyond  what  the  transactions  of  the 
country  require.  Money  becomes  plentiful,  the  rate  of  in- 
terest falls,  and  the  low  rate  of  interest  gives  facilities  to 
speculative  imdertakings. 

It  must  be  acknowledged  that,  previous  to  the  passing 
of  this  Act,  the  l)ank  directors  had  adopted  the  principle 
of  purchasing  all  foreign  gold  that  might  be  offered  them 
at  ^3  17s.  9d.  an  ounce  ;  and  it  formed  a  feature  of  their 
system  of  management,  as  explained  before  a  committee  of 
the  House  of  Commons  in  the  year  1832.  When  the  ad- 
vocates of  the  Act  say  that  it  is  only  during  a  season  of 
pressure  that  the  Act  comes  into  operation,*  they  can  mean 
only  that  it  is  during  such  a  season  that  the  system  esta- 
blished by  the  Act  differs  from  the  system  previously  in 
existence.  The  Act  is  as  much  in  operation  when  it  gives 
out  notes  as  when  it  gives  out  gold. 

It  must  also  be  acknowledged  that  on  the  31st  August, 
1844,  when  the  Act  came  into  operation,  there  was  a  large 
amount  of  gold  in  the  bank,  and  a  low  rate  of  interest 
consequently  prevailed.  This  gold  had  accumulated,  not 
literally  in  consequence  of  the  Act,  but  in  consequence  of 
the  principle  embodied  in  the  Act.  From  the  adoption  of 
this  principle,  the  gold  in  the  vaults  of  the  bank  still 
farther  increased  after  the  passing  of  the  Act. 

It  must  be  farther  acknowledged,  that  although  the  Act 
requires  the  issue  department  at  all  times  to  issue  notes 
against  gold,  it  does  not  require  that  the  Bank  of  England 
shall  at  all  times  issue  =£14,000,000  against  securities. 
The  Act  merely  requires  that  the  amount  shall  not  exceed 
.£14,000,000.  And  a  London  banker  who  was  examined 
as  a  witness  before  the  Lords'  Committee,  said  he  expected 
that  when  the  Act  came  into  operation  the  bank  would  not 

'  Commons,  5121. 
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issue  at  first  moretlian  .£11,000,000  against  securities,  and 
that  the  remaining  £3,000,000  would  not  be  issued  until 
the  rate  of  interest  had  advanced  to  3^  or  4  per  cent.  But 
the  Act  did  not  require  the  Bank  of  England  to  adopt  this 
course;  and  its  adoption  would  pvoliably  have  been  con- 
sidered by  some  parties  as  a  dej^arture  from  its  principle. 
For  it  is  a  fundamental  principle  of  the  Act,  that  the 
amount  of  circulation  shall  jerk  up  and  down  in  exact 
conformity  to  the  importations  or  exportations  of  gold. 
And  hence  during  a  favourable  course  of  exchange  money 
must  be  abundant,  and  interest  must  be  low. 

It  is  alleged  that  the  Act  still  farther  reduced  the  rate 
of  interest,  and  promoted  speculative  undertakings,  by 
placing  the  Bank  of  England  in  a  position  in  which  the 
directors  were  led  to  adopt  a  new  system  of  management. 

In  September,  1844,  soon  after  the  Act  was  passed,  the 
directors,  whose  rate  of  interest  had  never  previously  been 
lower  than  4  per  cent.,  reduced  it  to  2^  per  cent.  The 
object  of  this  reduction  was  to  invest  a  larger  portion  of 
their  funds  in  the  discount  of  bills.  It  is  stated  that,  to 
effect  this  object,  the  directors  not  only  reduced  their  rate 
of  discount,  but  also  canvassed  for  business,  and  thus  gave 
a  stimulus  to  new  transactions.  They  had  been  told  that 
the  banking  department  of  the  Bank  of  England  was  to  be 
managed  "  like  any  other  banking  concern  using  Bank  of 
England  notes."  And  it  is  not  an  unusual  thing  for 
bankers,  when  they  cannot  employ  their  funds  at  so  high 
a  rate  of  interest  as  they  wish  to  obtain,  to  employ  them 
at  a  lower  rate.  Nor  is  it  unusual  for  a  banker  to  offer 
his  surplus  cash  to  bill-ln'okers  and  others,  who  arc  known 
to  be  in  the  habit  of  svipplying  bankers  with  bills.  But 
however  consistent  the  conduct  of  the  directors  may  have 
been  with  banking  principles,  the  reduction  of  llie  bank 
rate  of  discount  immediately  caused  a  reduction  in  the 
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market  rate,  and  in  the  rates  charged  by  bankers  through- 
out the  country.  For  it  must  be  observed,  that  when  the 
bank  lowers  its  rate  of  interest  upon  money  in  seasons  of 
abundance,  it  has  the  necessary  effect  of  reducing  the 
market  rate  of  interest  still  lower  than  the  bank  rate. 
Suppose,  for  instance,  the  bank  discounts  at  5  per  cent, 
and  the  market  rate  of  discount  is  4  per  cent.,  of  coarse 
no  bills  are  offered  for  discount  to  the  bank.  Then  the 
bank,  to  get  discounts,  lowers  its  rate  of  interest  to  4  per 
cent.  A  portion  of  bills  that  were  previously  discounted 
by  private  bankers  and  bill-brokers  will  then  be  taken  to 
the  bank  ;  but  the  notes  thus  drawn  from  the  bank  make 
money  still  more  plentiful,  and  the  market  rate  falls  to  3| 
or  3  per  cent.  Now,  shoTild  the  bank  reduce  its  rate  to  3 
per  cent,  the  same  effects  would  again  follow.  For  the 
additional  notes  thus  drawn  out  would  make  money  so 
abundant  as  to  reduce  the  market  rate  of  interest  to  2|  or 
2  per  cent.,  and  so  on. 

But  in  seasons  of  scarcity,  jirecisely  the  opposite  effect 
follows.  For  when  the  bank  raises  the  rate  of  discount,  it 
has  the  effect  of  raising  the  market  rate  still  higher.  Thus, 
if  the  bank  should  be  discounting  at  5  per  cent,  and  the 
market  rate  should  be  5|  per  cent.,  let  the  bank  raise  her 
rate  to  6  per  cent,  and  the  market  rate  will  immediately 
become  7  or  perhaps  8  per  cent.,  or  even  higher  upon 
inferior  bills.  For  the  bank  rate  of  discount  will  be  the 
market  rate  for  only  the  first  class  of  bills — such  bills  as 
could  be  discounted  at  the  bank ;  and  all  bills  of  the 
second  class  will  have  to  pay  an  advanced  rate,  and  those 
of  a  still  more  inferior  character  will  not  be  discountable 
at  all. 

In  1844  the  rate  of  discount  was  lower  than  in  any  pre- 
vious season  of  abundance  of  money.  This  low  rate  of 
interest  was  produced,  in  the  first  place,  by  the  principle 
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of  the  Act  of  1844,  which  caused  the  issue  of  a  large 
amount  of  notes  against  gold  and  silver  bullion ;  and, 
secondly,  by  that  provision  of  the  Act  which  separated 
the  two  departments,  and  thus  brought  the  banking  de- 
partment of  the  Bank  of  England  into  competition  with 
other  bankers  and  money  dealers,  as  discounters  of  bills. ' 
The  directors  of  the  bank  seem  to  think  that  the  spirit  of 
the  Act  of  1844  required  that  the  bank  should  employ  its 
reserve. 

"  If  we  keep  the  notes  in  the  reserve,  instead  of  giving 
them  out  to  the  public,  the  effect  that  ought  to  be  pro- 
duced by  gold  coming  into  the  country  is  counteracted ; 
it  induces  a  larger  amount  of  capital  to  come  into  the 
country,  because  you  do  not  allow  that  portion  which  has 
come  in  to  be  employed.  If  you  do  not  put  ovit  the  gold, 
or  the  representative  of  gold,  you  entirely  prevent  its 
having  any  effect  upon  the  circulation.  The  exchange  will 
be  kept  up,  and  gold  will  continue  to  come  in."  ^ 

Thus  it  appears  that,  although  there  is  no  positive 
enactment  in  the  Act  respecting  the  management  of  the 
banking  department,  the  directors  so  understand  its  spirit 
as  to  believe  that  when  gold  is  going  out  of  the  country 
they  ought  to  take  measures  to  pi-event  its  exit ;  and  when 
gold  is  coming  into  the  country,  they  ought  to  endeavour 
to  drive  it  back  again.  The  first  object  is  attained  by 
raising  the  rate  of  interest  very  high  ;  the  second,  by 
reducing  it  very  low.  It  must,  however,  be  acknowledged 
that,  apart  from  any  efforts  of  the  banking  department, 
a  large  importation  of  gold  will  under  the  Act  neces- 
sarily cause  a  low  rate  of  interest. 

Secondly.  The  next  charge  against  the  Act  of  1844  is, 
that  it  does  not  admit  of  those  occasional  expansions  of 
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the   amount  of  notes  in  circulation  which  are   often  re- 
quired by  the  domestic  transactions  of  the  country. 

It  is  alleged  that  one  imperfection  of  the  Act  was  strik- 
ingly manifested  in  the  beginning  of  the  year  1846.     The 
Parliament  required  that  all  railway  companies  that  in- 
tended to  apply  for  an  Act,  should  lodge  10  per  cent,  on 
their  capital  within  fifteen    days    after   the    meeting   of 
Parliament.     It  was  impossible  to   say  beforeliand  what 
amount  of  notes  would  be  required  to  make  these  pay- 
ments.    It  was  variously  estimated  at  from  =£12,000,000 
to  =£25,000,000,  while  all  the  notes  in  the  hands  of  the 
public  amounted  to  only  about  =£20,000,000.     Ultimately 
the  railway  companies  of  Ireland  and  Scotland  were  al- 
lowed to  make  their  payments  in  Dublin  and  Edinburgh, 
respectively ;  and  the  payments  in  London  did  not  amount 
to  more  than  =£14,000,000.'     This  large  sum  was  paid  by 
means  of  the  banking  department  of  the  Bank  of  England 
lending  out  the  money  as  fast  as  it  was  received.     Had 
the  Act  of  1844  not  been  in  existence,  the  Bank  of  Eng- 
land (as  in  the  case  of  the  West  India  loan,  and  of  pre- 
vious loans)  might  have  lent  out  the  money  before  the 
time   of  payment   arrived,  and  no  apprehensions  would 
have  been  entertained.     The  notes  in  circulation  would 
have  been  largely  increased  for  a  few  days,  and  then  again 
have  subsided  to  the  former  amount.     As  it  was,  the  pay- 
ment was  not  made  through  any  virtue  in  the  Act.     And 
had  it  been  required   under  different  circumstances,  or 
when  the  banking  department  had  a  smaller  reserve,  it 
could  not  have  been  made  at  all.^ 

It  is  farther  alleged,  that  the  Act  of  1844  requires  an 
immediate  contraction  in  the  amount  of  the  notes  when- 
ever gold  is  exported  for  merely  a  temporary  or  specific 
purpose.      Between     March     13    and    April    24,    1847, 
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.£2,237,200  was  exported  in  payments  for  corn.  An  equal 
amount  of  notes  was  of  course  cancelled  by  the  issue  de- 
partment. The  notes  must  have  been  taken  out  of  the 
hands  of  the  public,  or  from  the  banking  department  of 
the  Bank  of  England.  About  the  same  time,  the  Govern- 
ment had  occasion  to  borrow  of  the  banking  department 
about  dtS, 500,000  to  pay  the  April  dividends.  The  bank- 
ing department,  consequently,  for  a  while  limited  their 
discounts,  and  even  refused  to  grant  loans  on  exchequer 
bills.  Great  pressure  was  consequently  felt,  though  it 
did  not  last  for  a  long  time.  Now  it  is  alleged,  that  if 
the  Act  of  1844  had  not  existed,  the  directors  would  have 
allowed  the  gold  to  be  exported  without  immediately  con- 
tracting the  notes  in  circulation.  They  would  have  lent 
the  money  required  by  the  Government,  without  refusing 
the  loans  and  discounts  to  the  public  ;  and  the  contraction 
of  the  circulation,  by  being  extended  over  one  or  two 
months,  instead  of  a  few  weeks,  might  have  produced  no 
inconvenience. 

By  the  Act  of  1844,  the  circulation  of  the  country  banks 
was  restricted  to  a  certain  amount.  The  average  of  the 
twelve  weeks  ending  the  27th  of  April,  1844,  was  fixed  for 
the  maximum.  During  some  months  in  the  year  the 
country  requires  more  notes  than  this  maximum;  and,  as 
the  banks  can  issue  no  more  notes  of  their  own,  they 
obtain  Bank  of  England  notes  from  London.  In  the  year 
1845  Acts  of  Parliament  were  passed  for  the  regulation  of 
the  notes  issued  in  Scotland  and  Ireland.  Beyond  certain 
fixed  amounts,  the  banks  in  these  countries  are  required 
to  hold  gold  equal  to  the  amount  of  notes  in  circulation. 
In  both  countries  this  circulation  fluctuates.  In  Scotland, 
the  highest  amount  is  in  November.  In  Ireland,  the 
highest  amount  is  in  January  or  February.  In  these 
months  they  require  more  gold,  and  this  gold  they  ob- 
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tain  fi'om  the  issue  department  in  exchange  for  Bank  of 
England  notes.  Before  the  Act  of  1844,  the  circulation  of 
the  country  parts  of  England,  of  Scotland,  and  of  Ireland, 
expanded  or  contracted  as  required  by  the  wants  of  the 
public,  without  affecting  the  London  circulation  of  the 
Bank  of  England  ;  but  under  this  Act,  the  expansion  of  the 
circulation  of  the  counti'y  banks,  the  banks  of  Scotland,  and 
of  Ireland,  are  attended  by  a  contraction  of  the  circulation 
of  Bank  of  England  notes  in  London.  This  may  not  be  a 
matter  of  much  consequence  in  ordinary  times,  when  the 
banking  department  of  the  Bank  of  England  has  a  large 
I'eseiTe ;  but  in  seasons  of  pressure,  such  as  occurred  in 
1847,  this  drain  on  the  London  circulation  may  be  more 
severely  felt. 

It  may  be  farther  stated,  that  the  withdrawal  or  discon- 
tinuance of  a  certain  amount  of  bills  of  exchange,  through 
loss  of  credit  or  otherwise,  would  render  a  larger  amount 
of  bank  notes  necessary  to  fill  up  the  space  formerly 
occupied  by  those  bills  of  exchange.  But  for  such  a  cir- 
cumstance no  provision  is  made  by  the  Act.' 

Thirdly.  It  is  alleged  that  the  Act  of  1844  tends  to  pro- 
duce and  to  aggravate  pressure,  and  at  the  same  time  de- 
prives the  Bank  of  England  of  the  power  of  granting 
adequate  assistance,  even  when  the  pressure  is  most  urgent, 
and  when  assistance  can  be  rendered  without  any  danger 
of  affecting  the  foreign  exchanges. 

This  objection  assumes  that  a  pressure  is  an  evil.  It 
assumes,  that  to  advance  the  rate  of  interest  to  a  rate 
which  no  profit  can  afford  to  pay — to  deprive  solvent 
houses  of  the  means  of  meeting  their  legitimate  engage- 
ments— to  cause  a  universal  reduction  of  prices,  and  thus 
to  baffle  the  calculations  of  even  the  most  prudent — to 
reduce  wealthy  merchants  to  the  condition  of  paujiers — to 
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deprive  manufacturers  of  the  means  of  executing  their 
orders,  and  thus  to  throw  thousands  of  industrious  people 
out  of  employment — to  sell  to  foreigners  large  amounts  of 
goods  and  manufactures  at  less  than  the  prime  cost,  thus 
causing  a  great  national  loss — to  paralyze  the  national 
industry — to  stop  the  progress  of  useful  works — and  to 
destroy  confidence  and  credit — the  objection  assumes,  that 
a  pressure  which  produces  effects  like  these  is  a  national 
evil.  And  such  must  he  the  opinion  of  those  who  sus- 
pended the  Act,  and  of  those  who  approve  of  that  suspen- 
sion ;  for  it  was  to  pi'event  or  to  remove  evils  like  these 
that  the  Act  was  suspended. 

It  is  alleged  that  the  Act  tends  to  produce  such  pres- 
sures. By  issuing  notes  against  all  the  importations  of 
gold,  it  causes  abundance  of  money,  lowers  the  rate  of 
interest,  and  stimulates  to  sjjeculative  undertaking  (thus 
the  low  rate  of  interest  in  1844  and  1845  stimulated  the 
railway  speculations),  and  then,  speculation  is  always 
succeeded  by  pressure.  If,  therefore,  similar  causes  pro- 
duce similar  effects,  and  if  the  future  shall  resemble  the 
past,  the  operation  of  the  Act  of  1844  will  tend  to  pro- 
duce pressure. 

It  is  farther  alleged,  that  when  a  pressure  occurs  with- 
out being  produced  by  the  Act,  then  the  Act  tends  to 
aggravate  the  pressure.  An  unfavourable  course  of  the 
exchange  may  be  produced  by  a  large  importation  of  com. 
The  Act  requires  that  the  exchange  shall  be  rectified  by 
an  exportation  of  gold,  and  that  this  exportation  of  gH)ld 
shall  be  attended  by  a  contraction  of  the  domestic  circu- 
lation (according  to  the  present  meaning  of  the  word  cir- 
s'llation)  to  an  equal  amount.  It  is  hardly  necessaiy  to 
show  that  these  regulations  must  aggravate  a  pressure. 

It  has  been  said,  that  the  pressure  of  1847  was  produced 
by  the  railway  speculations  and  the  famine,  and  therefore 
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it  was  not  produced  or  increased  by  the  Act  of  1844.  We  do 
not  perceive  the  soundness  of  this  reasoning,  and  it  seems 
to  show  a  forgetfulness  of  the  peculiar  operation  of  the 
Act.  The  Act  requires  that  the  amount  of  notes  in  circu- 
lation shall  fluctuate  in  exact  accordance  with  the  amount 
of  bullion.  Eailway  speculations,  famine,  foreign  loans, 
or  a  hundred  other  things,  may  turn  the  foreign  exchanges, 
and  cause  gold  to  be  exported,  but  it  is  the  Act  which 
causes  our  circulation  of  notes  to  be  contracted  in  propor- 
tion as  the  gold  is  withdrawn.  So  a  hundred  different 
circumstances  may  cause  gold  to  be  imported,  but  it  is  the 
Act  which  causes  our  circulation  to  be  inflated  in  corre- 
spondence with  this  increased  amount  of  gold.  Herein,  we 
think,  is  the  injurious  operation  of  the  Act.  When  the 
exchanges  are  favourable,  gold  is  imported.  The  gold  is 
in  bars  and  foreign  coin,  and  could  not  pass  as  money. 
But  the  Act  issues  notes  against  this  gold,  thus  increasing 
the  circulation,  lowering  the  rate  of  interest,  and  giving  rise 
to  speculations  of  all  kinds.  These  speculations,  co-ope- 
rating possibly  with  other  causes,  turn  the  exchanges. 
Notes  are  then  taken  to  the  bank,  and  gold  demanded,  for 
the  purpose  of  being  exported.  This  contraction  of  the 
circulation  of  notes  produces  pressure,  and  the  apprehen- 
sion of  farther  pressure  produces  panic. 

They  who  contend  that  the  Act  of  1844  has  not  "  in  the 
slightest  degree  tended  either  to  create  or  to  increase  the 
pressure  "  ^  of  1847,  seem  to  be  inconsistent  in  contending, 
at  the  same  time,  that  the  Act  has  preserved  the  converti- 
bility of  the  bank  note.  It  was  the  pressure  and  the  high 
rate  of  interest,  and  low  prices  consequent  upon  the 
pressure,  that  checked  the  efilux  of  gold,  and  turned  the 
exchanges.  Now,  if  the  Act  had  no  effect  in  producing 
or  increasing  that  pressure,  the  convertibility  of  the  note, 
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by  whatever  causes  it  was  secured,  was  not  secured  by  tlio 
Act.  If  the  Act  did  not  in  the  slightest  degree  either 
create  or  increase  the  pressure,  in  w4iat  way,  we  aslc,  could 
it  preserve  the  convertibility  of  the  note?  It  appears  to 
ns  that  those  who  contend  that  the  Act  preserved  the  con- 
vertibility of  the  note,  are  bound  by  consistency  to  admit 
that  the  Act  produced  or  increased  the  pressure. 

It  is  farther  alleged  that  the  Act  aggravates  a  pressure 
by  the  "  panic  "  which  it  creates.  It  is  stated  that,  during 
the  pressure  of  1847,  notes  to  the  amount  of  =£4,000,000 
were  hoarded  under  the  influence  of  panic,  and  this  hoard- 
ing was  occasioned  by  the  provisions  of  the  Act.  It  must 
be  acknowledged,  however,  that  something  of  this  kind  has 
taken  j^lace  in  former  pressures.  We  noticed  this  circum- 
stance with  reference  to  the  pressure  of  1836,  and  again 
with  reference  to  the  pressure  of  1839. 

A  contraction  of  the  circulation  leads  to  a  general  ap- 
prehension of  danger.  Hence  the  bankers  and  others  keep 
larger  reserves  of  bank  notes  on  hand,  in  order  to  be  pre- 
pared for  the  worst,  and  thus  the  evils  of  the  contraction 
are  considerably  increased.  That  portion  of  the  notes  of 
the  Bank  of  England  which  is  passing  from  hand  to  hand, 
may  be  called  the  active  circulation.  That  portion  which 
is  hoarded,  or  kept  in  reserve  to  meet  possible  demands, 
may  be  called  the  dead  circulation.  Now,  it  is  quite  certain 
that  the  dead  circulation,  while  it  remains  in  that  state, 
has  no  effect  upon  the  prices  of  commodities — the  spirit 
of  speculation — or  the  foreign  exchanges.  These  are 
affected  only  by  the  active  circulation.  In  seasons  of 
pressure  the  dead  circulation  is  increased  at  the  expense 
of  the  active  circulation,  because  people  hoard  their  money 
to  meet  contingencies.  Hence  we  find  the  pressure  is  often 
more  severe  than  the  reduction  of  the  bank  circulation 
would  seem  to  warrant.     But  the  fact  is,  that  the  pressure 
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is  in  proportion  to  the  reduction  of  the  active  circulation, 
and  not  in  proportion  to  the  reduction  of  the  whole  circu- 
lation. On  the  other  hand,  in  seasons  of  alamdance,  the 
dead  circulation  is  diminished,  the  active  circulation  pro- 
portionably  increased,  and  hence  the  stimulus  given  to  trade 
and  speculation  is  much  greater  than  the  returns  of  the 
Bant  of  England  would  warrant  us  to  expect. 

If  this  disposition  to  hoard — or,  more  properly,  to  make 
provision  for  future  or  contingent  demands — existed  in 
1837  and  1839,  when  the  Bank  of  England  had  the  un- 
restricted power  of  issuing  notes ;  When  there  was  the 
most  unbounded  confidence  in  its  ability  to  render  assis- 
tance— and  when  every  solvent  person  expected,  if  neces- 
sary, to  receive  that  assistance — it  is  natural  to  suppose 
that  this  disposition  would  be  stronger  in  1847,  when  the 
Bank  of  England  had  become  divided  into  two  depart- 
ments— one  of  which  could  issue  no  notes  except  against 
gold,  and  the  other  had  barely  notes  enough  to  meet  its 
own  obligations.  For  this  alteration  in  the  condition  of 
the  Bank  of  England,  and  the  consequent  feelings  it  in- 
spired, the  Act  of  1844  is  clearly  responsible. 

It  is  said  that  this  desire  of  "  hoarding "  arose  from 
PANIC ;  and  that  the  sum  thus  "  hoarded "  amounted  to 
o£4,000,000  of  notes.  It  is  difficult  to  state  where  prudence 
ends  and  panic  begins.  This  hoarding  was  no  doubt 
carried  on  by  all  the  joint-stock  and  private  bankers,  who, 
having  received  from  the  public  large  sums  of  money  pay- 
able on  demand,  deemed  it  prudent  to  put  themselves  in  a 
condition  to  repay  these  sums  in  case  they  should  be  de- 
manded. And,  from  the  number  of  banking  establish- 
ments that  exist  in  London,  and  throughout  the  country, 
it  is  reasonable  to  suppose  that  the  sums  thus  hoarded 
must  have  been  considerable.  Many  private  parties,  too, 
from  distrust  of  their  bankers,  probably  kept  their  hoards 
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in  their  own  hands.  No  blame,  liowever,  can  attach  to  tho 
bankers;  for,  although  this  "hoarding"  increases  the 
pressure,  yet,  were  they  not  to  adopt  this  course,  their 
banks  might  stop  payment,  and  thus  a  heavier  calamity 
would  fall  upon  the  iiul>lic. 

It  is  farther  alleged  that  the  Act  of  1844  has  deprived 
the  Bank  of  England  of  the  power  of  granting  assistance 
by  the  issue  of  notes  during  a  pressure,  even  when  the 
pressure  is  most  urgent,  and  the  foreign  exchanges  are 
favourable.  Before  the  passing  of  the  Act,  when  there 
was  no  separation  of  departments,  the  bank  directors  re- 
sti'icted  their  issuer  when  the  exchanges  were  imfavourable, 
but  extended  them  when  the  exchanges  wei'e  favourable. 
Hence,  during  the  pressure  of  1837,  they  granted  assis- 
tance by  a  farther  issue  of  notes  to  the  Northern  and 
Central  Bank,  because  the  exchanges  had  become  favour- 
able. Between  the  periods  of  an  efflux  and  an  influx  of 
gold  there  is  always  an  interval  of  time.  This  interval  is 
usually  the  highest  point  of  the  pressure  ;  and  heretofore 
the  Bank  of  England  would  relieve  the  pressure  by  ex- 
tending her  issue  of  notes,  in  anticipation  of  the  gold  about 
to  arrive.  By  this  means  solvent  houses  were  prevented 
stopping.  Confidence  was  restored,  "hoarding"  was 
diminished,  and  the  pressure  removed.  But  the  Act  of 
1844  does  not  allow  this.  No  additional  notes  can  be 
issued  until  the  gold  has  returned.  Tho  same  course  must 
be  followed,  whether  the  exchanges  are  favourable  or  un- 
favourable ;  and  to  anticipate  the  return  of  the  gold  by  a 
farther  issue  of  notes,  under  any  circumstances,  however 
urgent,  would  be  a  departure  from  the  principle  of  the  Act. 
That  such  a  departure,  however,  may  be  made  with  immense 
advantage  to  the  public,  is  obvious  from  the  effects  which 
immediately  followed  the  suspension  of  the  Act  in  October, 
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It  is  chiefly  in  this  respect  that  the  system  established 
by  the  Act  differs  from  the  system  previously  in  operation. 
And  some  of  the  witnesses,  looking  no  farther  than  this, 
merely  recommended  that  a  power  to  suspend  the  Act  in 
cases  of  severe  pressure,  should  be  lodged  either  with  the 
Government  or  the  Bank.  We  feel  no  regret  that  the 
legislature  did  not  comply  with  this  recommendation.  It 
is  this  inflexibility  of  the  Act  which  makes  the  commercial 
classes  feel  the  unsoundness  of  its  whole  principle.  Had 
a  dispensing  power  been  granted,  we  should  merely  have 
fallen  back  upon  the  previous  system,  with  the  additional 
disadvantage  that  the  bank  would  never  be  able  to  adopt 
a  better  system,  even  if  so  disposed.  The  directors  had 
for  several  years  professed  to  govern  the  issue  of  notes  by 
the  foreign  exchanges,  but  departed  from  that  principle 
according  to  their  discretion.  The  Act  of  1844,  by  its  in- 
flexible enactment,  put  this  principle  to  the  test  of  experi- 
ment. The  principle  could  not  bear  that  test,  and  hence 
the  Act  was  suspended.  There  is  now  a  chance,  at  least, 
that  we  shall,  ultimately,  get  a  better  system.  The  follow- 
ing is  the  language  we  addressed  to  the  joint-stock  banks 
at  the  time  the  Act  was  passed  : — 

"  It  must  be  acknowledged  that  the  principle  of  regula- 
ting the  currency  by  the  stock  of  bullion  in  the  Bank  of 
England,  as  proposed  by  Sir  Uobert  Peel,  is  one  which  the 
joint-stock  banks,  as  well  as  the  private  banks,  have 
strongly  condemned.  But  since  we  cannot  obtain  the  adop- 
tion of  our  own  views,  the  question  for  our  consideration 
is.  Whether  the  existing  system  or  that  now  proposed  will 
best  promote  the  interests  of  our  establishments  ?  And  we 
shall  probably  determine  that  it  is  better  to  have  a  uniform 
law,  the  operations  of  which  may  be  subjected  to  some 
degree  of  calculation,  than  unknown  laws,  which  are  ap- 
Dlied  or  suspended  according  to  the  impulse  of  caprice. 
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"  The  proposed  measure  is  an  experiment ;  and  so  ex- 
cellent is  the  machinery,  that  the  experiment  interferes  as 
little  as  possible  with  existing  interests.  And  the  old 
machinery  being  retained  by  the  continuance  of  the  coun- 
try issues,  the  retui-n  is  easy  to  the  former  system,  if 
necessary,  before  any  serious  injury  can  be  inflicted  on  the 
country. 

"  As  practical  bankers,  we  contend  that  er[>erience  is  the 
only  test  of  the  soundness  of  a  theory.  Let,  then,  '  the 
currency  principle '  be  tried  by  this  test.  If  it  succeeds, 
the  joint-stock  bankers,  in  common  with  every  other  class 
of  the  commtmity,  will  share  the  advantage.  If  it  fails, 
then  other  principles  will,  perhaps,  be  tried;  and,  notwith- 
standing all  the  denimciations  we  have  heard  upon  the 
subject,  it  may  perhaps  be  ultimately  found  that  the 
principle  of  '  competing  issues,'  as  practised  in  Scotland, 
is  the  only  effective  principle  by  which  the  currency 
throughout  the  United  Kingdom  can  be  managed." 

It  is  obvious  that  "  the  currency  principle  "  has  been 
tried  and  has  failed.  It  seems  now  to  be  the  proper  time 
to  try  the  antagonistic  principle — ^that  the  amount  of  the 
domestic  currency  should  be  wholly  unaffected  by  the  im- 
portations or  exportatious  of  bullion.  We  doubt  not  that 
the  talent  and  ingenuity  which  framed  the  Act  of  1844 
can  construct  a  plan  for  bringing  this  principle  also  to  the 
test  of  experiment.  When  this  is  done,  we  will  judge  of 
the  soundness  of  the  principle  by  its  results.  So  far  as  it 
has  hitherto  been  tried,  it  has  never  failed. 

We  have  thus  endeavoured  to  trace  (impartially,  as  we 
believe)  the  practical  operation  of  the  Act  of  1844.  It  is 
reasonable  to  supj)ose,  that  under  similar  circumstances  it 
will  produce  similar  effects.  What  will  be  its  effects  under 
other  circumstances  we  have  yet  to  learn. 

We  may  be  reminded  that,  shoiild  the  Act  work  un- 
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favourably  undei*  any  circumstances,  there  is  one  remedy 
always  at  hand — the  remedy  which  has  already  been  ap- 
plied— to  suspend  it.  And  no  doubt,  under  any  Govern- 
ment, men  will  be  found  who  will  have  the  courage  to 
apply  this  remedy.  But  this  will  not  remove  the  previous 
evil.  The  suspension,  too,  may  be  long  delayed,  and  in  the 
meantime  much  mischief  may  arise.  In  the  next  pressure 
the  nation  \\ill  be  like  "a  cat  in  an  air-pump."  The  animal 
will  not  be  allowed  to  die,  but  at  what  pi-ecise  period  of 
exhaustion  relief  will  be  afforded  will  depend  upon  the 
views  and  theories  of  the  philosophic  statesmen  who  may 
at  the  time  be  performing  the  experiment. 

It  will  not  be  safe  for  practical  bankers  to  calculate  with 
too  much  confidence  upon  the  suspension  of  the  Act.  They 
should  make  their  arrangements  on  the  supposition  that  it 
will  not  be  suspended.  And  it  behoves  them  to  inquire 
what  are  the  principles  upon  which,  under  such  circum- 
stances, their  establishments  ought  to  be  administered. 
This  we  shall  now  proceed  to  do. 

We  pointed  out  at  the  passing  of  the  Act  the  course 
which  we  thought  prudent  bankers  ought  to  pursue. 

"  In  future,  the  amount  of  notes  in  circulation,"  we  ob- 
served, "  will  be  regulated  by  the  foreign  exchanges.  When 
the  exchanges  are  favourable,  money  will  be  abvmdant ; 
when  they  are  unfavourable,  it  will  be  scarce.  The  evils 
arising  from  a  scarcity  of  money  can  only  be  avoided  by 
following  a  prudent  line  of  conduct  when  money  is  abun- 
dant. We,  then,  as  prudent  bankers,  ought  at  present  to 
check  our  desires  of  making  large  profits  and  declaring 
high  dividends,  and  be  content  to  employ  our  funds  at  a 
low  rate  of  interest,  rather  than  lock  them  up  in  hazardous 
or  inconvertible  secuiities.  We  should  call  up  our  old 
overdrafts,  and  our  dead  loans,  and,  if  necessary,  increase 
our  capital,  so  as  to  place  ourselves  m  the  position  most 

A  A 
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favourable  for  meeting  an  adverse  state  of  the  foreign  ex- 
changes. In  cases  of  pressure  on  the  money  market, 
arising  from  an  unfavourable  course  of  exchange,  the  Bank 
of  England  will  not  be  able,  as  heretofore,  to  relieve  that 
pressure  by  a  farther  issue  of  notes,  and,  so  far  from 
granting  assistance  to  other  banks,  she  may,  from  the  ex- 
tent of  her  transactions,  be  more  in  need  of  assistance 
herself.  We  must,  therefore,  conduct  our  banks,  indivi- 
dually, on  a  principle  of  self-dependence ;  we  shall  have  to 
limit  our  overdrawn  accounts,  to  avoid  all  advances  on  in- 
convertible securities,  and  to  call  up  such  an  amount  of 
capital  as  shall  secure  to  us  the  means  at  all  times  of 
giving  reasonable  accommodation  to  our  customers.  On 
the  recurrence  of  a  pressure  similar  to  that  of  1839,  the 
ery  will  be,  Sauve  qui  pent — "  Every  one  must  take  care  of 
himself." 

The  knowledge  we  have  acquired  of  the  working  of 
the  Act  will  tend  to  give  additional  force  to  these  re- 
commendations. The  attention  of  practical  bankers  will 
also  be  called  to  other  points  besides  those  which  are  here 
named. 

It  will  become  a  question  with  them  to  what  extent  they 
should  continue  to  allow  interest  on  their  deposits.  Some 
of  the  joint-stock  banks  in  London  allow  interest  on  the 
minimum  balance  of  a  current  accoimt.  Others  allow 
interest  only  on  deposit  receipts.  But  most  London 
bankers,  whether  private  or  joint- stock,  allow  interest  on 
the  daily  balance  to  their  country  connections.'  In  seasons 
of  abundance,  however,  they  usually  limit  the  amount  on 

'  Since  1877  all  the  leading  London  bankers  have  ceased  to  allow 
interest  on  current  accounts,  while  continuing  to  allow  it  on  deposit 
receipts  or  deposit  accounts.  The  allowance  of  interest  on  the  daily 
balances  to  country  connections  is  now  the  exception  rather  than  the 
rule. 
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which  they  allow  interest,  to  prevent  themselves  being 
glutted  with  money  from  the  country  banks.  But  should 
the  Act  of  1844  produce  those  frequent  alterations  from 
abundance  to  pressure,  and  again  from  pressure  to  abun- 
dance, which  we  think  it  will  produce,  then  it  will  become 
a  matter  of  consideration  how  far  the  practice  of  allowing 
interest  on  deposits  can  be  continued.  It  can  never  be 
worth  a  banker's  while  to  allow  interest  on  money  which 
remains  in  his  hands  only  so  long  as  it  cannot  be  employed, 
and  is  taken  from  him  the  moment  it  becomes  valuable. 
During  the  year  1847  vast  sums  were  withdrawn  from  both 
the  London  and  the  country  bankers,  not  from  any  distrust 
of  these  bankers,  but  with  a  view  to  make  more  profitable 
investments.  The  rate  of  interest  had  been  for  some  time 
previously  very  low.  Consols  had  been  at  par ;  and  when 
consols  fell  so  low  as  to  yield  3|  per  cent,  interest,  and  the 
railway  companies  issued  debentures  bearing  interest  at  5 
per  cent.,  large  sums  were  withdrawn  from  all  the  banks, 
as  well  as  from  the  savings'  banks,  for  the  purpose  of 
being  invested  in  these  securities.  The  bankers  had  no 
right  to  complain  of  this,  as  they  were  called  upon  only 
to  fulfil  their  engagements  ;  but  they  will  probably  be  un- 
willing in  future  to  allow  interest  on  deposits  of  this  de- 
scription. 

Another  circumstance  which  the  operation  of  the  Act  of 
1844  will  lead  practical  bankers  to  reconsider,  will  be  the 
extent  to  which  they  should  invest  their  surplus  funds  in 
Government  securities.  Many  bankers  have  considered  it 
as  a  sound  principle  to  invest  a  certain  portion  of  their 
funds  in  Government  securities.  We  have  laid  before  our 
readers  extracts  from  evidence  given  before  parliamentary 
committees,  in  favour  of  this  i)rincij)le,  and  we  expressed 
our  own  convictions  respecting  the  same  doctrine.  But  we 
must  acknowledge  the  operation  of  the  Act  is  sufiicient  to 
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sliow  that  this  principle  should  be  acted  upon  ■with  caution, 
and  should  be  limited  in  its  application.  The  Act  will 
cause  money  to  be  alternately  abundant  and  scarce.  When 
money  is  abundant,  the  funds  are  high  ;  and  when  money 
is  scarce,  the  funds  are  low.  In  seasons  of  al)undance  the 
banker  will  be  full  of  deposits  ;  in  seasons  of  pressure  his 
deposits  will  be  withdrawn,  and  he  will,  moreover,  be  asked 
to  assist  his  customers  by  farther  advances.  He  will, 
therefore,  always  have  occasion  to  sell  out  of  the  funds 
when  the  price  is  low,  and  thus  he  will  sustain  loss.  It 
will,  consequently,  be  his  interest  to  employ  his  surplus 
funds  in  other  investments,  or  even  to  keep  his  money  un- 
employed in  his  till,  rather  than  invest  it  in  Government 
securities.  His  risk  will  be  greater  if  the  Act  should  be 
capriciously  suspended.  In  October,  1847,  several  banks 
are  said  to  have  sold  out  of  the  funds  only  a  few  days 
before  the  appearance  of  the  Government  letter.  After 
the  issue  of  that  letter  the  money  was  not  wanted ;  but, 
as  the  funds  immediately  rose,  the  money  could  not  be 
replaced  but  at  considerable  loss.  The  reports  and  pro- 
ceedings of  the  joint-stock  banks  brought  to  light  some 
transactions  of  this  kind,  and  it  is  probable  that  the  i)rivate 
banks  sustained  heavy  losses  by  similar  transactions. 

Another  lesson  that  will  be  more  deeply  impressed  upon 
the  minds  of  practical  bankers,  will  be  to  conduct  their 
establishments  in  such  a  way  as  to  be  self-dependent  in 
seasons  of  px*essure. 

The  events  of  the  year  1847  are  sufficient  to  show  to  what 
extent  dependence  can  be  placed  on  the  Bank  of  England. 
Several  of  the  dii'ectors  complained  that  everybody  looked 
for  assistance  to  the  Bank  of  England.  No  expectation 
could  be  more  complimejitary  to  the  bank,  nor  show  more 
strongly  the  confidence  it  had  inspired  under  its  previous 
government.     In  no  preceding  pressure  had  the  bank  re- 
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fused  assistance  upon  the  ground  tliat  it  was  unable  to 
grant  it.  But  in  former  pressures  there  was  no  separation 
between  the  issuing  and  the  banking  departments.  The 
bank's  great  strength  lay  in  the  power  it  possessed  of  ex- 
panding the  circulation.  That  power  was  surrendered  to 
the  Act  of  1844.  The  bank  then  became  like  "  any  other 
banking  concern  issuing  Bank  of  England  notes."  Her 
locks  are  now  shorn.^ 

The  Bank  of  Liverpool  had  been  one  of  the  oldest  and 
most  respectable  of  the  connections  of  the  Bank  of 
England.  They  had,  from  their  commencement,  never 
issued  any  but  Bank  of  England  notes,  and  had  always  a 
pretty  large  discount  account  with  the  branch  at  Liver- 
pool. Yet,  in  the  year  1847,  their  minute-book  contains 
several  entries  similar  to  the  following : — "  The  manager 
stated  he  had  seen  the  agent  of  the  branch  bank  this 
morning,  and  that  he  would  not  discount  anything  for  us 
to-day."  Even  in  the  comparative  light  pressure  of  April, 
1847,  the  bank  suddenly  resstricted  their  discounts ;  and 
in  October,  1847,  they  were  quite  unable  to  meet  the  public 
demand,  although  in  some  cases  they  lent  consols  instead 
of  money.  Indeed,  it  was  because  the  means  of  the  bank 
were  unable  to  supply  the  demand  for  notes,  that  the  Act 
of  1844  was  suspended;  yet  the  governor  and  all  the  other 
witnesses  who  supported  the  Act  of  1844,  stated  their 
opinion  that  the  pressvire  of  1847  was  not  so  severe  as 
some  preceding  pressures.  How  much  sooner,  then,  would 
the  means  of  the  bank  have  been  exhausted,  if  the  pressure 
had  equalled  its  predecessors  in  severity ! 

While  bankers  should  not  depend  on  the  Bank  of 
England,  neither  should  they  depend  on  the  bill-brokers. 
A  broker,  as  the  name  implies,  is  an  intermediate  party 
between  the  borrower  and  the  lender.     When  money  is 

'  Commons,  769,  3223-4,  3941-2,  4566,  5389. 
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abundant  the  bill-broker  has  large  funds  at  his  disposal, 
with  which  he  will  discount  at  a  lower  rate  of  interest  than 
the  bankers.  When  a  pressure  arrives,  these  funds  are 
withdrawn,  and  his  occupation  is  gone.  Some  bill-brokers 
have  large  capitals  of  their  own,  and  take  in  deposits,  re- 
payable on  demand;  and  to  this  extent  they  may  be  re- 
garded as  bankers.  When  money  is  abundant,  sometimes 
cunning  people,  instead  of  going  to  their  own  bankers,  will 
take  their  bills  to  the  bill-brokers,  who  will  discoimt  them 
at  a  lower  rate :  and  when  the  pressure  ai*rives,  and  the 
brokers  no  longer  discount,  they  think  to  return  to  their 
bankers.  It  is  said  that  some  country  banks  have  occa- 
sionally adopted  the  same  system.  But  it  is  clearly  a  bad 
system  for  any  bank  to  adopt.  A  bank  that  is  dependent 
on  re-discount  will  most  likely  feel  some  inconvenience  in 
a  season  of  pressure,  even  when  the  bills  are  all  un- 
doubtedly good.  Bi;t  if  the  bank  has,  from  a  desire  of 
making  large  profits,  been  induced  in  seasons  of  abun- 
dance to  re-discount  inferior  bills,  the  results  may  be  more 
serious.  For  in  a  season  of  pressure,  a  large  portion  of 
those  bills  will  not  be  paid,  and  the  bank  will  have  to 
provide  payments  for  its  own  indorsements,  while  its 
former  channels  of  re-discount  will  be  closed.  All  the 
joint-stock  banks  that  stopped  payment  in  1847  had  been 
accustomed  to  re-discount;  and  though  some  of  them  were 
unsound  in  other  respects,  yet  the  immediate  cause  of 
their  stoppage  was  the  inability  to  re-discount.  We  again 
refer  to  the  proceedings  of  the  Bank  of  Liverpool.  "  The 
manager  stated  that  out  of  two  small  sums  of  d610,000 
sent  to  London  to  the  brokers  only  one  had  been  done." — 
"  We  had  then  ,£100,000  at  call  with  certain  bill-brokers, 
who  were  unable,  when  applied  to,  to  return  us  more  than 
de25,000."  The  governor  of  the  bank  stated  that  the 
failure  of  the  corn  speculators  caused  the  failure  of  an 
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e'uiuent  discount- broker  having  a  large  country  connec- 
tion ;  and  this  failure,  by  closing  one  of  the  principal 
channels  of  discount  between  the  country  and  London, 
caused  distrust  to  extend  into  the  country. 

Banks  should  not  only  avoid  depending  on  the  Bank  of 
England,  or  on  bill-brokers :  they  should  also  avoid  de- 
pending on  other  banks.  Some  banks  in  manufacturing 
districts  are  in  the  habit  of  discounting  with  banks  in 
agricultural  districts.  A  very  good  practice,  as  we  think. 
But  the  banks  i-equiring  the  discount  should  always  recol- 
lect that  when  a  pressure  arrives,  the  discounting  bank 
may  have  other  ways  of  employing  its  funds.  Country 
banks,  too,  should  not  rely  too  much  on  their  London 
agents.  Some  London  bankers  have,  no  doubt,  immense 
power.  At  the  same  time,  in  seasons  of  pressure,  they 
have  immense  claims  upon  them.^  If  free  from  a  run 
upon  themselves,  they  will  endeavour  so  to  administer 
their  funds  as  to  afford  reasonable  assistance  to  all  their 
connections.  And  no  one  connection  should  expect  to  re- 
ceive more  than  this  reasonable  amount  of  assistance.  But 
they  may  themselves  be  exposed  to  danger.  The  panic  of 
1847  was  not  a  banking  panic,  but  a  commercial  panic ; 
and  therefore  the  London  bankers  were  comparatively  free 
from  molesta,tion.  The  panic  of  1825  commenced  by  the 
failure  of  a  country  bank.  In  such  a  case  the  London 
bankers  could  have  rendered  but  little  assistance  to  their 
country  connections.  It  must  be  recollected  that  the  Act 
of  1844  was  suspended  upon  the  application  of  the  London 
bankers.  The  governor  of  the  bank  stated  to  the  Com- 
mittee of  the  House  of  Lords  :  "  The  London  bankers  and 
discount-brokers  refused  to  grant  the  usual  accommodation 
to  their  customers,  and  necessarily  obliged  every  one  re- 
quiring assistance  to  resort  to  the  Bank  of  England." 

'  Commons,  2344-S. 
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The  most  effectual  way  of  acquiring  this  self-dependence 
that  we  have  been  recommending,  is  to  call  up  an  adequate 
amount  of  capital.  During  a  pressure,  as  we  have  already 
said,  a  banker  has  three  additional  claims  on  his  funds.  In 
the  first  place,  a  large  amount  of  his  deposits  may  be  with- 
drawn. Secondly,  many  of  his  customers,  and  some  pro- 
bably of  the  wealthiest,  will  require  additional  assistance, 
in  the  way  of  loans  and  discounts.  And,  thirdly,  he  will 
think  it  prudent  to  keep  a  larger  sum  in  his  till,  to  meet 
contingent  demands.  On  the  other  hand,  the  bUls  he  holds 
will  not  all  of  them  be  regularly  paid ;  the  temporary  loans 
he  has  granted  will  have  to  be  renewed ;  and  should  he  call 
up  any  of  his  permanent  or  dead  loans,  it  will  resemble 
calling  spirits  from  the  deep.  In  this  case  he  will  find  the 
benefit  of  a  large  capital ;  and  it  is  only  by  means  of  a 
large  capital  that  all  these  operations  can  be  performed 
with  comfort  to  himself  and  satisfaction  to  his  customers. 
But  if  we  increase  our  capitals  to  the  full  extent  that  may 
be  required  in  seasons  of  pressure,  we  must  not  expect  to 
pay  high  dividends.  It  is  obvious  that  with  the  same 
extent  of  business,  a  bank  with  a  large  capital  must  pay  a 
lower  dividend  than  a  bank  with  a  small  capital.  It  seems 
therefore  likely  that  the  average  rate  of  banking  profits 
will  be  reduced. 

The  fluctuations  in  the  value  of  money  produced  by 
attempting  to  regulate  the  currency  by  the  foreign  ex- 
changes are  injurious  to  both  the  London  and  tlie  country 
bankers.  In  seasons  when  money  is  abundant,  the  bankers 
Dbtain  but  a  low  rate  of  interest  on  their  loans  and  dis- 
counts— and  they  are  tempted  to  make  impnulent  invest- 
ments in  order  to  employ  their  funds.  And  when,  on  the 
other  hand,  money  is  scarce,  the  amount  of  their  lodgments 
is  reduced — the  rate  of  interest  alloAved  on  the  permanent 
deposits  is  advanced — a  larger  sum  is  kept  unemployed  in 
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the  till — and  there  is  more  danger  from  losses,  either  by 
the  failure  of  parties  in  debt  to  the  bank,  or  by  the  neces- 
sity of  realizing  Government  securities.  Those  country 
banters  who  are  in  the  habit  of  re-discounting  their  bills 
in  London  are  induced,  when  money  is  abundant,  to  carry 
this  system  to  a  great  extent,  because  they  can  obtain 
money  at  2  or  3  per  cent,  in  London,  and  lend  it  in  the 
country  at  4  or  5  per  cent.  But  when  money  becomes 
scarce  they  have  to  pay  an  exorbitant  interest  or  are  denied 
discounts  altogether,  and  they  are  then  compelled  to  refuse 
their  customers  their  usual  accommodation,  and  then  great 
distress  is  occasioned  in  the  provinces.  Except  under 
peculiar  circumstances,  both  the  extremes  of  abundance  and 
scarcity  of  money  are  unfavourable  to  large  banting  profits. 
A  state  in  which  money  is  easy  without  being  abundant, 
and  valuable  without  being  scarce,  is  the  most  conducive 
to  the  prosperity  of  both  the  banting  and  the  commercial 
interests  of  the  country. 

While,  however,  the  profits  of  a  banter  from  the  ordi- 
nary operations  of  his  business  may  be  diminished,  it  is 
possible  he  may  have  opportunities  of  making  other  profits 
by  those  fluctuations  in  the  prices  of  public  securities 
which  usually  occur  in  the  different  periods  of  a  circle  of 
the  currency.  In  the  first  period,  immediately  after  a 
pressure,  money  is  abundant  without  speculation  ;  in  the 
second  period,  money  is  abundant  and  speculations  abound ; 
in  the  third  period,  speculation  begins  to  decline  and 
money  isdn  demand ;  in  the  fourth  period,  money  is  scarce 
and  a  pressure  arrives.  It  is  impossible  to  say  how  long 
each  of  these  periods  may  last,  as  they  will  be  influenced 
by  political  events — the  abundance  of  the  harvests — the 
direction  which  speculation  may  tate — and  the  state  of  the 
public  mind.  Their  approach  or  decline  is  generally  indi- 
cated by  the  stock  of  gold  in  the  Bank  of  England. 
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During  the  first  period  money  will  be  abundant,  because 
the  importation  of  gold  will  cause  an  increased  issue  of 
bank  notes ;  because,  the  import  of  commodities  being 
diminished,  there  will  be  fewer  bills  drawn  from  abroad 
upon  English  houses,  and  offered  for  discount  to  the 
London  bankers  ;  and  because  trade  will  have  become 
paralyzed  at  home,  and  px'ices  will  have  fallen,  so  that  less 
money  will  be  required  to  carry  it  on.  A  banker,  at  this 
period,  will  have  more  money  than  he  can  employ.  But  at 
this  period,  the  prices  of  the  public  funds  and  of  other 
securities  are  low.  The  Act  of  1844,  by  causing  great 
fluctuations  in  prices,  gives  great  advantage  to  prudent 
capitalists,  at  the  expense  of  the  less  prudent  or  less 
wealthy  classes  of  the  community.  "  All  fluctuations  in 
trade,"  says  Mr.  Gurney,  "  are  advantageous  to  the  know- 
ing man."  '  To  those  who  are  not  "  knowing  men,"  these 
fluctuations  are  injurious.  The  abundance  of  the  circula- 
tion produces  a  multiplication  of  contracts,  and  then  the 
contraction  of  the  circulation  produces  an  inability  to 
fulfil  them.2  And  those  who  have  stock  or  any  other  kind 
of  saleable  property,  are  obliged  to  realize  in  order  to 
fulfil  their  engagements.  Bankers  may  during  this  period 
make  advantageous  investments  ;  and  as  they  may  calcu- 
late that  another  pressure  will  not  arrive  for  two  or  three 
years,  they  may  purchase  a  limited  amount  of  securities 
that  have  six  or  twelve  months  to  run.  During  the  second 
period,  money  will  be  in  demand,  though  there  may  be  no 
great  advance  in  the  rate  of  interest.  The  securities  pur- 
chased by  the  banker  in  the  first  period  will  now  be  falling 
due  or  advancing  in  price.  But  this  will  be  the  period  of 
his  greatest  danger,  and  he  must  have  a  care  not  to  let  his 
desire  of  getting  higher  interest  lead  him  to  make  undue 
advances  upon  the  commodities  or  securities  that  may  be 

'  Lords.  1324.  ^  Lords.  3845, 
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the  subject  of  speculation.  The  third  period  will  be  the 
most  profitable  for  the  banker  in  his  direct  business. 
Money  will  be  in  full  demand  at  a  good  rate  of  interest, 
and  his  deposits  will  hardly  have  begun  to  decline.  He 
should  now  sell  out  stock  and  exchequer  bills,  or  any  other 
securities  likely  to  be  affected  by  the  approaching  pressure. 
He  should  make  advances  only  by  discounting  short  bills 
or  making  short  loans.  He  should  weed  his  accounts  of 
such  customers  as  have  deeply  engaged  in  the  jjrevious 
speculations— and  put  himself  in  a  condition  to  support 
liberally  through  the  pressure  those  who  may  be  entitled 
to  his  assistance. 

It  seems,  therefore,  probable  that  bankers  will,  under  the 
Act  of  1844,  endeavour  to  make  up  for  diminished  profits 
by  investing  more  largely  in  securities.  According  to  the 
evidence  of  Mr.  Pease,  the  fluctuations  in  the  currency  have 
already  produced  similar  effects  in  the  departments  of 
trade  and  commerce. 

"  I  stated,  as  clearly  as  I  was  able  to  dj,  that  the  man 
who  bought  from  hand  to  mouth,  which  is  the  common 
case,  and  did  not  watch  those  fluctuations  of  capital,  so  as 
to  buy  when  things  were  unusually  depressed,  and  to  sell 
when  things  rose  again,  failed.  The  only  man  who  suc- 
ceeded in  making  money,  succeeded  in  carrying  on  a  specu- 
lative kind  of  business  that  has  arisen  from  the  want  of 
regularity  in  the  values  of  money  and  produce.  The  man 
who  did  not  so  speculate — buying  largely  at  one  time  and 
selling  very  freely  at  another — did  not  succeed.  It  is  of 
great  importance  that  persons  who  do  not  desii-e  to  carry 
on  a  speculative  business  should  have  some  assurance  that 
it  is  moderately  productive.  That  assurance  they  have  lost, 
by  being  suddenly  deprived  by  those  fluctuations  of  that 
which  they  thought  they  had  secured  by  their  industry." 

'  Commons,  4700,  4702. 
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Thougli  we  would  not  confound  this  kind  of  speculation 
with  that  which  takes  place  by  means  of  time  bargains  on 
the  Stock  Exchange,  yet  we  do  not  think  it  desirable  that 
banks  should  deal  in  the  public  securities  merely  with  a 
view  of  making  a  profit  from  the  fluctuations  in  price. 
Sometimes  the  banker  will  be  out  in  his  calculations,  and, 
instead  of  selling  at  a  profit,  he  will  have  to  sell  at  a  loss, 
or  else  submit  to  a  lock-up  of  his  funds.  And  at  all  times 
there  is  a  danger  that  he  will  acquire  a  speculative  feeling 
which  will  lead  him  to  disregard  the  steady  pursuit  of  his 
trade. 
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SECTION  XXIII. 

THE    ADMINISTRATION    OF    THE    BANKING    DEPARTMENT    OP 
THE    BANK    OF    ENGLAND. 

T)T  the  Act  of  1844,  the  banking  department  of  the 
^-'^  Bank  of  England  was  separated  from  its  issuing  de- 
partment ;  and  was  to  be  managed  like  "  any  other  bank- 
ing concern  issuing  Bank  of  England  notes."  Taking  this 
view  of  the  banking  department,  we  propose  to  inquire  on 
what  principles  it  ought  to  be  administered.  We  shall  do 
this,  however,  not  so  much  with  the  view  of  bringing 
forward  any  notions  of  our  own,  as  to  lay  before  the  reader 
some  account  of  those  principles  which  the  bank  directors 
have  adopted  for  their  government.  This  will  lead  us, 
peradventure,  to  discuss  some  principles  of  practical 
banking  to  which  we  have  not  hitherto  had  occasion  to 
refer.  We  shall  then  ti'ace  the  operations  of  this  depart- 
ment for  some  years  subsequent  to  the  passing  of  the  Act 
of  1844. 

The  Bank  of  England  is  governed  by  a  court  consisting 
of  a  governor  and  deputy-governor,  and  twenty-four 
directors.  These  are  selected  from  the  mercantile  classes 
of  London,  virtually,  by  the  other  directors,  who  form  what 
is  called  the  House  List.  They  recommend  certain  persons 
to  be  chosen  as  directors,  and  the  proprietors  almost  in- 
variably follow  this  recommendation.  The  court  hold 
their  meetings  every  Thursday,  and  they  then  receive  a 
report  of  the  position  of  the  various  bank  accounts  up  to 
the  preceding  night.     They  also  consider  all  proposals  for 
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discount  accounts,  or  for  exceptional  advances,  and  gene- 
rally all  such  business  as  the  governors  and  the  committee 
of  daily  waiting  may  not  be  empowered  to  determine  on 
their  own  responsibility. 

The  executive  administration  in  the  meantime  is  in  the 
hands  of  the  governor  and  deputy-governor,  who  may  be 
advised  or  assisted  by  the  committee  of  treasury.  This 
committee  is  composed  of  those  directors  who  have  held 
the  office  of  governor,  of  the  existing  governor  and  deputy- 
governor,  and  of  the  director  who  is  intended  to  be  the 
next  deputy- governor.  A  director  is  at  first  an  ordinary 
director,  and  attends  the  weekly  meetings  of  the  court. 
In  turn  he  becomes  for  one  year  a  member  of  the  com- 
mittee of  treasury,  then  deputy- governor  for  two  years, 
then  governor  for  two  years,  and  afterwards  a  permanent 
member  of  the  committee  of  treasury.  This  committee 
meets  once  a  week,  and  at  such  other  times  as  they  may  be 
called  together  specially  by  the  governor.  Sometimes  they 
discuss  the  measures  that  are  to  be  submitted  to  the  next 
meeting  of  the  court ;  but  the  court  do  not  now  so  readily 
as  formerly  adopt  their  recommendations.  The  governor 
and  deputy-governor  for  the  time  being  make  all  loans  and 
advances,  and  sometimes  raise  the  rate  of  discount  with- 
out waiting  for  the  opinion  of  the  court.  They  conduct  all 
negotiations  with  the  Government,  and,  subject  to  the 
sanction  of  the  court,  have  the  whole  administration  of 
the  affairs  of  the  bank.  Each  director  must  hold  ^£2,000 
bank  stock,  the  deputy-governor  d£o,000,  and  the  governor 
j£4,000.  It  was  the  rule  that  every  director  should  take 
his  turn  for  becoming  governor;  but  now  it  is  the  practice 
to  j)lace  in  that  office  the  director  whom  the  other  directors 
shall,  by  ballot,  think  best  qualified.  Several  suggestions 
were  made  before  the  parliamentary  committees  for  im- 
proving the  composition  of  the  court  of  directors.     It  was 


PRACilCE    OF    BANKING. 


367 


proposed  that  all  tlie  directors  should  not  be  taken  from 
the  commercial  classes,  but  that  some  should  be  selected 
from  the  banking  and  maniifacturing  interests.  It  was 
also  asked,  whether  a  jjermanent  governor,  either  for  life 
or  for  a  number  of  years,  would  not  be  preferable  to  the 
present  system. 

The  Act  for  separating  tlie  two  departments  came  into 
operation  on  the  31st  of  August,  1844,  and  the  following 
was  the  first  return  made  under  the  Act,  showing  the 
condition  of  the  banking  department  on  the  7th  of  Sep- 
tember, 1844  :^ 


Acccmnt  of  the  Liahilities  and  Assets  of  the  Bank  of  England,  for  the  week 
ending  1th  September,  1844. 

Br.  ISSUE    DEPARTMENT.  O. 

Notes  issued     .         .£28,351,295    I    Government  debt      .£11,015,100 

'  Other  securities  .  2,984,900 
Gold  coin  and  bullion  12,657,208 
Silver  bullion    .         .        1,694,087 


£28,351,295 


£28,351,295 


BANKING    DEPARTMENT. 


Proprietors'  capital  .  £14,553,000 


Rest 

Public  deposits 
Other  deposits  . 
Seven-day  and  other 
bills      . 


3,564,729 
3,630,809 
8,644,348 

1,030,354 

£31,423,240 


Government  securities  £14,554,834 
Other  securities  .  7,835,616 
Notes  .  .  .  8,175,025 
Gold  and  silver  coin  .  857,765 


£31,423,240 


The  following  table  will  give  a  more  detailed  account  of 
sC'me  of  the  items  in  the  above  retvim : — 
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It  ■will  be  seen  from  tlie  above,  that  the  means  or  funds 
of  the  banking  department  for  carrying  on  its  business, 
consist  of: — 1.  The  Paid-up  Capital — 2.  The  Rest  or  sur- 
plus fund — 3.  The  Public  Deposits — 4.  The  other  De- 
posits— 5.  The  seven-day  and  other  Bills.  These  funds 
are  invested  in  "  Government  securities  "  and  in  "  other 
securities,"  and  the  remainder  is  kept  as  a  reserve  in  the 
till. 

1.  Viewing  this  as  the  condition  of  a  private  and  inde- 
pendent bank,  the  first  thing  that  would  strike  the  mind 
of  a  practical  banker,  would  be  the  large  amount  of  the 
PAID-UP  CAPITAL.  The  Capital  is  ^14,553,000  ;  while  the 
total  deposits  are  only  .£12,275,157.  The  object  of  a  large 
capital  is,  in  the  first  place,  to  secure  the  public  con- 
fidence ;  then,  to  have  the  means  of  repaying  the  deposits 
whenever  demanded ;  and  also,  of  affording  to  the  custo- 
mers of  the  bank  every  reasonable  accommodation  in  the 
way  of  loans  or  discounts.  But  after  making  due  provision 
for  these  objects  this  amount  of  capital  appears  unneces- 
sarily large.  Were  it  only  ^£7,000,000,  that  would  be 
amply  sufiicient  for  carrying  on  the  present  extent  of 
business,  and  the  rate  of  dividends  might  then  be  in- 
creased. All  above  this  amount  could  only  be  invested  in 
Government  securities,  never  likely  to  be  required  for 
banking  purposes  ;  and  if  required,  could  not  be  suddenly 
realized,  or  at  least  not  within  the  period  in  which  they  are 
likely  to  be  wanted. 

2.  The  next  thing  that  would  appear  remarkable  for  a 
private  bank,  is  the  large  amount  of  the  Rest,  or  surplus 
fund. 

The  Rest,  or  surplus  fund,  or  Guarantee  Fund,  as  it  is 
sometimes  called,  consists  of  the  accumulation  of  surplus 
or  remaining  profits  after  the  payment  of  the  dividend. 
The  amount  of  this  fund  should  be  regulated  by  the  extent 

B    B 
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of  the  business,  and  the  probable  hiss  that  might  arise  in 
conducting  that  business.  If  the  fund  is  five  or  six  timea 
the  amount  of  the  deficiency  that  might  possibly  arise  in 
making  up  the  annual  dividend,  it  would  appear  to  be 
sufficient.'  For  if,  after  making  up  this  deficiency  for  one, 
two,  or  three  years,  it  should  appear  that  the  profits  of  the 
bank  had  become  permanently  diminished,  then  the  course 
would  be  to  reduce  the  dividend,  vintil  the  surplus  fund 
had  recovered  its  former  amount. 

Banks  that  have  made  large  profits  have  either  increased 
the  dividend,  or  distributed  them  among  the  shareholders 
in  the  form  of  bonuses,  or  have  added  them  to  the  capital. 
The  Bank  of  England  has  adopted  all  these  plans.  Yet, 
after  all  these  distributions  of  increased  dividends,  bonuses, 
and  additional  capital,  the  bank  had  on  the  7th  of  Sep- 
tember, 1844,  a  rest,  arising  from  surplus  profits,  of 
d63, 564,729.  No  other  "  banking  concern  carrying  on 
business  with  Bank  of  England  notes,"  would  think  it 
necessary  to  keep  such  a  rest.  Neither  the  kind  nor  the 
extent  of  business  carried  on  is  ever  likely  to  require  any- 
thing like  this  amount  to  meet  any  occasional  losses.  The 
amount  is  altogether  excessively  disproportionate  to  the 
purposes  for  which  a  surplus  fund  is  usually  applied,  and 
at  the  same  time  it  tends  to  give  an  erroneous  view  of  the 
profits  of  the  bank.  This  rest  is  employed  in  the  business, 
and  yields  profits,  but  it  pays  no  dividends.  The  profits 
go  to  swell  the  dividend  on  the  capital,  and  hence  the 
capital   appears  to   yield   a   profit   of    7  per  cent.     But 

'  Since  the  text  was  written  the  transactions  of  the  banks  throughout 
the  country  have  increased  so  much  that  the  Kest,  from  being  h)okefl 
upiin  merely  as  a  fund  to  etjualize  the  dividends,  is  now  regarded  as  a 
reserve  to  meet  exceptional  losses.  Such  a  H<^st  now,  theret'oi-e,  cannot 
well  be  too  great.  The  larger  a  bank's  reserve  fund  is,  the  greater  ia 
the  confidence  inspired  in  the  public  mind. 
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the  dividend  of  7  per  cent,  is  not  made  upon  the  capital 
alone,  but  on  the  capital  and  rest  together,  and  hence 
upon  the  funds  employed  it  amotmts  to  only  about  5|  per 
cent. 

3.  The  Deposits. 

The  Public  Deposits  are  thus  classified : — 


£ 

Exchequer  account    . 

.     2,198,000 

For  payment  of  Dividends 

315,000 

Savings  Banks,  &c.  . 

501,000 

Other  public  accounts 

617,000 

=£3,631,000 

The  "  Exchequer  account "  is  the  current  account  with 
the  Government,  and  this  account  is  credited  with  the 
amount  of  the  taxes  as  they  are  lodged  in  the  bank.  In 
the  beginning  of  January,  April,  July,  and  October,  this 
account  is  debited  for  the  amount  necessary  to  pay  the 
quarterly  dividends,  ai'.d  the  amount  is  carried  to  the 
credit  of  the  account  "for  payment  of  dividends."  The 
balance  here  standing  to  the  credit  of  this  account  is  the 
amount  of  the  dividends  that  had  not  then  been  claimed. 
The  next  account  is  called  "  Savings  Banks,  &c."  The 
trustees  of  the  savings  banks  throughout  the  country  are 
required  to  lodge  the  aeposits  in  the  Bank  of  England  to 
the  credit  of  the  Commissioners  for  the  reduction  of  the 
National  Debt,  who  afterwards  invest  it  in  the  public 
funds.  We  do  not  know  what  is  meant  by  "  &c.,"  nor  yet 
by  the  "  other  public  accounts."  We  believe  there  are 
certain  accounts  connected  with  the  Court  of  Ciiancery 
that  are  required  to  be  kept  with  the  Bank  of  England ; 
and  by  the  last  bankruptcy  law,  the  effects  of  bank- 
rupts' estates  are  required  to  be  lodged  in  some  one  or 
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other  of  the  branches.    These  may  form  the  "  other  public 
accounts." 

The  Private  Deposits  are  thus  classified : — 


£ 

Eailways 

30,000 

London  Bankers         .         ,         .         . 

963,000 

East  India  Company 

636,000 

Bank  of  Ireland,  Royal  Bank  of  Scot- 

land, &c 

175,000 

Other  Deposits           .         .         .         . 

5,631,000 

Deposits  at  Branches 

1,209,000 

^£8,644,000 

With  regard  to  both  the  public  and  the  private  deposits, 
a  banker  would  inquire  whether  they  were  fluctuating  or 
permanent ;  whether  repayable  at  fixed  periods,  or  liable 
to  be  suddenly  withdrawn.  He  would  thus  ascertain  what 
proportion  could  be  profitably  employed,  and  what  amount 
should  be  kept  in  the  till,  to  meet  constant  or  occasional 
demands.  He  would  observe,  on  inspection,  that  the 
balance  of  the  "  exchequer  account "  increases  gradually 
during  the  quarter,  from  the  receipt  of  the  taxes,  until  the 
commencement  of  the  next  quarter,  when  it  is  largely  re- 
duced by  the  payment  of  dividends.  He  will,  therefore, 
provide  for  these  quarterly  payments ;  but  his  provision 
will  be  less  ample  when  informed,  that,  as  the  public 
deposits  decline,  the  private  deposits  will  increase,  and 
more  especially  those  of  the  London  bankers.  This  is 
partly  in  consequence  of  the  bankers  holding  powers  of 
attorney  to  receive  the  dividends  due  to  parties  who  reside 
in  the  country,  and  partly  because  the  abundance  of  money 
caused  by  the  payment  of  dividends  increases  their  own 
deposits,  and  thus  enables  them  to  keep  for  a  time  larger 
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balances  in  the  Bank  of  England.  We  have  already  said 
that  no  rule  can  be  given  as  to  the  amount  of  notes  which 
any  banker  should  keep  in  his  till — the  proper  amount  can 
be  ascertained  only  by  experience.  But  we  should  imagine 
that  in  ordinary  times  the  deposits  in  the  Bank  of  England 
are  sufficiently  steady  to  prevent  any  perplexity  on  the 
subject.  We  may  be  asked  what  we  mean  by  "  ordinary 
times,"  since  now  every  year  differs  from  its  predecessor, 
and  the  steadiness  and  uniformity  which  heretofore  charac- 
terized banking  and  commercial  affairs  are  no  longer 
known.  We  reply,  that  by  "  ordinary  times  "  we  mean 
those  times  that  are  the  least  affected  by  the  foreign  ex- 
changes. For  some  years  past  it  has  been  the  practice  to 
regulate  the  issue  of  bank  notes  by  the  foreign  exchanges. 
When  the  foreign  exchanges  bring  gold  into  the  country, 
bank  notes  are  issued  against  it,  money  becomes  abundant, 
and  the  bank  deposits  increase.  When  the  exchanges  take 
out  gold,  the  bank  notes  are  diminished,  and  the  bank 
deposits  decline.  This  system  has,  in  a  great  measure, 
been  acted  upon  by  the  bank  directors  since  the  year  1832, 
and  it  is  now  rigidly  enforced  by  the  Act  of  1844.  These 
extraordinary  seasons  of  great  influx  or  great  efflux  of  gold 
appear  to  be  subject  at  present  to  no  general  rules.  But 
at  other  times  there  seems  to  be  no  reason  why  the  Bank 
of  England  should  not  profitably  employ  a  large  portion  of 
her  deposits.  We  may  observe,  however,  that  as  the  bank 
allows  no  interest  on  any  of  the  deposits,  it  sustains  no 
loss  even  when  they  are  not  employed ;  but  were  they  to 
be  employed  the  profits  would  be  greater. 

4.  With  regard  to  the  Investments,  a  banker  would 
inquire  first.  Are  they  safe?  secondly.  Are  they  con- 
vei-tible  ? 

There  seems  no  ground  to  question  their  safety — their 
convertibility  is  not  so  obvious.     The  Government  stoclc, 
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Exchequer  bills,  and  East  India  bonds,  must  be  considered 
in  ordinary  tinjes,  and  to  a  reasonable  amount,  as  strictly 
convertible.  But  this  is  not  the  case  "with  the  Government 
annuities.  They  could  not  be  sold  in  the  market ;  and 
even  by  private  negotiation  few  buyers  would  be  found, 
except  the  insurance  offices.  Even  with  them  the  negotia- 
tions would  probably  occupy  considerable  time.  As  to  the 
city  bonds,  railway  bonds,  and  mortgages,  they  would  in  a 
season  of  pressure  be  altogether  useless.  It  may  be  said, 
that  the  bank's  capital  being  so  large,  a  portion  may,  with- 
out inconvenience,  be  locked  up  in  dead  securities.  This 
observation  is  valid  to  a  certain  extent,  but  not  to  an  in- 
definite extent,  and  after  giving  it  due  weight,  the  amoimt 
thus  invested  seems  too  large. 

The  annuities  form  a  large  portion  of  the  amount  of 
the  "Stock  and  annuities."  The  first  is  an  annuity  of 
^6585,740,  usually  called  the  "  Dead  Weight,"  which  com- 
menced on  the  5th  of  April,  1823,  and  is  to  continue  for 
forty-four  years  from  that  time.  Other  annuities  arose 
out  of  the  Bank  Charter  Act  of  1833.  The  Government 
were  to  pay  to  the  bank  one-fourth  of  the  pennanent  debit 
of  .814,686,830,  amounting  to  ^3,671,700.  At  first  it  was 
arranged  that  the  bank  should  receive  in  payment  of 
this  sum,  ^4,000,000  3  per  cent,  reduced  annuities  ;  but 
it  was  afterwards  changed  to  an  annuity  for  twenty-six 
years,  to  expire  in  1860,  at  the  same  time  as  the  "  Long 
Annuity." ' 

The  bills  discounted,  and  the  short  loans  called  "  Ad- 
vances on  bills  of  exchange,  exchequer  bills,  stock,  &c.," 
are  most  legitimate  banking  investments. 

The  plan  of  granting  short  loans  was  commenced  in 
1829,  to  obviate  that  tightness  in  the  money  market,  which 

'  The  "  Long  Annuity  "  and  the  "  Dead  Weight  Annuity "'  expired 
respectively  in  I860  and  1SG7. 
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was  felt  for  a  moutli  or  six  weeks  befoi'e  the  payment  of 
the  dividends,  tlirough  the  gathering  in  of  the  taxes  into 
the  exchequer.  The  rate  of  interest  charged  was  usually 
about  one  per  cent,  less  than  the  discount  charged  on  bills. 
The  loans  were  repayable  to  the  bank  at  about  the  time 
that  the  dividends  were  paid  to  the  public.  Notices  were 
issued,  stating  the  rate  of  interest,  and  the  kind  of  securi- 
ties on  which  loans  would  be  made,  and  the  time  of  repay- 
ment. The  first  notice  was  issued  on  the  3rd  of  December, 
1829,  and  the  practice  continued  until  after  the  passing  of 
the  Act  of  1844. 

Advances  on  deficiency  bills  are  a  kind  of  short  loans 
made  to  the  Government,  whenever  the  taxes  are  less  than 
sufiicient  to  pay  the  public  dividends.  These  advances 
seem  to  be  very  legitimate.  The  bank  has  one  large  cus- 
tomer. A  customer  who  keeps  large  deposits  will  some- 
times require  large  advances.  These  advances  may  per- 
adventure  be  wanted  at  a  time  when  it  may  not  be  exactly 
convenient  for  the  banker  to  make  tliem.  All  large  ac- 
counts may  at  times  be  attended  with  some  inconvenience. 
But  if  a  banker  takes  such  accounts,  he  must  make  his 
arrangements  accordingly.  In  the  present  case,  the  bank 
has  the  advantage  of  knowing,  by  the  progress  of  the 
lodgments  on  the  "Exchequer  account,"  whether  such  ad- 
vance is  likely  to  be  required. 

When  the  Government  requires  these  advances,  the  bank 
must  either  make  them  out  of  her  reserve  in  the  till,  or  sell 
public  securities  to  obtain  bank  notes,  or  restrict  her  ad- 
vances to  other  parties.  It  is  peculiarly  unfortunate  that 
the  Government  is  more  likely  to  require  these  advances  in 
reasons  of  pressure,  inasmuch  as  in  those  seasons  the  taxes 
are  usually  less  productive  and  are  less  punctually  paid. 
Hence  the  bank  may  be  called  upon  to  make  advances  to 
Government  at  the  same  time  that  similar  advances  are 


376  IHE    HISTORY,    I'lilNCIPl.KS,    AND 

required  by  the  couunercial  classes.  lu  some  cases  the 
bank  might  not  have  the  means  of  making  advances  to  both 
parties.  Had  the  Government  required  such  advances  in 
October,  1847,  the  commercial  distress  must  have  been 
considerably  increased. 

5.  The  Reserve. — A  practical  banker  would,  at  first 
sight,  consider  this  reserve  as  too  large.  From  the  amount 
and  character  of  the  deposits  it  would  not  appear  that  so 
large  a  reserve  was  necessary,  and  a  portion  might  well  be 
employed  in  earning  interest  instead  of  lying  unproductive 
in  the  till.  But,  before  Ave  condemn  the  bank  directors, 
we  must  give  this  matter  fai'ther  consideration.  We  have 
already  stated  that,  even  before  the  passing  of  the  Act  of 
1844,  the  directors  had  been  in  the  habit  of  issuing  their 
notes  against  gold  and  silver  bullion;  and  when  a  large 
amount  of  notes  had  been  thus  issued,  the  deposits  in  the 
bank  were  increased.  Now,  when  this  Act  came  into  ojiera- 
tion — August  31st,  1844 — the  bank  had  in  this  way  ac- 
quired a  large  amount  of  gold  and  silver  bullion  ;  indeed,  it 
does  not  ever  before  appear  to  have  had  so  large  an  amount 
in  the  whole  course  of  ity  history.  If  we  look  to  those 
years  which  preceded  pressures  (for  in  these  years  gold  on 
hand  is  usually  large),  we  shall  find  that  in  1824  the 
amount  was  dei3,810,080  ;  in  1836,  the  highest  quotation 
is  i;7,801,000  ;  and  in  1838,  it  is  ^£10,126,000  ;  but  on  the 
7th  of  September,  1844,  the  amount  returned  in  the  issue 
department  is,  gold  ^12,657,208,  and  silver  ^1,694,087, 
while  the  sum  of  d£9,032,790  was  retained  in  the  banking 
department.  Notes  of  course  had  been  issued  against  all 
this  bullion,  and  the  deposits  in  the  bank  had  consequently 
increased.  "  Well,"  it  may  be  said,  "  this  will  account  for 
the  increase  of  the  deposits,  but  not  for  the  increase  of  the 
reserve.  Why  were  not  the  deposits  invested  ?  "  We  will 
explain  this.     There  are  some  classes  of  investments  which 
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the  bank  directors  can  make  independently  of  other 
I^arties.  For  instance,  they  can  purchase  Government 
stock,  exchequer  bills,  and  railway  bonds,  just  as  they 
please.  But,  as  we  have  stated,  it  is  not  prudent  in  a 
banker  to  invest  the  temporary  increase  of  his  deposits  in 
this  way,  as,  when  the  deposits  are  withdrawn,  he  may 
have  to  sell  these  securities  at  a  lower  price,  and  thus 
sustain  loss.  There  are  other  classes  of  investments  for 
which  the  bank  is,  to  a  certain  extent,  dependent  on  other 
parties  ;  such,  for  example,  as  the  discounting  of  bills  and 
the  granting  of  loans.  The  bank  directors  cannot  invest 
their  money  in  these  ways  unless  there  are  parties  willing 
to  receive  it  Now,  while  a  portion  of  the  notes  issued 
against  gold  and  silver  bullion  are  lodged  with  the  bank 
in  the  form  of  deposits,  another  portion,  and  sometimes 
the  largest  portion,  do  not  go  into  the  bank,  but  are  cir- 
culated among  the  public,  and  soon  find  their  way  into 
the  hands  of  bankers,  bill-brokers,  and  money-dealers,  who 
from  the  abundance  of  money,  will  discount  bills  and  grant 
short  loans  at  a  lower  rate  of  interest  than  the  bank.  The 
bank  will,  therefore,  have  no  farther  applications.  When 
its  bills  and  loans  fall  due,  they  will  be  paid,  and  the 
amount  will  go  to  increase  the  reserve.  Thus  it  appears 
that  the  notes  which,  in  a  favourable  course  of  the  foreign 
exchanges,  are  issued  against  gold  and  silver  bullion,  will 
tend  in  two  ways  to  increase  the  bank  reserve ;  first,  by 
increasing  the  deposits,  and  secondly,  by  diminishing  the 
securities.  This  will  account  for  the  large  amount  of  the 
reserve.  The  rule  laid  down  by  the  directors  is,  that  the 
reserve  should  be  about  one-third  the  amount  of  the  de- 
posits. 

Having  given  these  explanations,  we  shall  now  proceed 
to  notice  the  operations  of  the  banking  department  of  the 
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Bank  of  England  after  its  separation  from  the  issuing 
department  by  the  Act  of  1844  : — 

I.  The  operations  of  the  Banking  Department,  from  the 
passing  of  the  Act  in  1844,  to  September  5,  1845. 

The  Act  came  into  operation  on  the  31st  of  August, 
1844,  and  almos*  immediately  some  important  changes 
were  introduced.  Up  to  that  date  the  bank  had  never 
discounted  at  a  lower  rate  than  4  per  cent.  This  rate,  in 
ordinary  times,  had  seldom  varied,  and  all  bills  discounted 
at  the  same  time  were  charged  the  same  rate.  But,  on 
the  5th  of  September,  the  rate  of  discount  on  bills  was 
reduced  from  4  to  2|  per  cent.,  and  on  notes  to  3  per  cent. 
On  the  18th  of  March,  1845,  the  bank  inti-oduced  the 
principle  of  a  minimum  rate  of  discount ;  fixing  2^  per  cent, 
as  the  rate  on  first-rate  bills,  and  charging  a  higher  rate 
on  other  bills.  The  object  of  these  changes  was  to  employ 
a  portion  of  the  reserve  in  the  discount  of  bills. 

This  line  of  conduct  was  by  no  means  unwarranted  by 
the  practice  of  "  other  banking  concerns."  It  is  an  esta- 
blished principle  in  practical  banking,  that  a  banker,  when 
he  cannot  employ  his  surplus  funds  at  so  high  a  rate  of 
interest  as  he  wishes  to  obtain,  should  employ  those  funds 
at  a  lower  rate,  rather  than  keep  them  unemployed  in  his 
till.  And  it  is  also  an  established  practice  to  charge 
different  rates  of  discount  on  different  bills,  according  to 
the  class  or  character  of  the  bills — the  respectability  of 
the  parties — the  time  they  have  to  run — and  a  variety  of 
other  circumstances.  In  adopting  these  regulations, 
therefore,  the  directors  were  only  performing  the  work 
assigned  to  them,  of  conducting  the  banking  department 
"  like  any  other  banking  concern  issuing  Bank  of  England 
notes." 

These  changes  gave  rise,  in  the  pai'liamentary  com- 
mittees of  1847,  to  some  discussion  upon  the  question  as 
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to  whether  the  Bank  of  England  governed  the  market-rate 
of  interest ;  or  the  market-rate  of  interest  governed  the 
bank-rate  ?  There  can  be  but  little  difference  of  opinion 
upon  this  subject.  The  "  market-rate  "  of  interest  is  the 
rate  which  bankers  and  bill-brokers  charge  for  discounting 
first-class  bills  to  the  public.  When  the  foreign  exchanges 
are  bringing  gold  into  the  country,  and  notes  are  issued 
against  this  gold,  the  abundance  of  money  in  the  hands  of 
the  bankers  and  bill-brokers  causes  the  market-rate  of 
discount  to  fall  below  the  bank-rate.  If  during  this 
season  the  bank  charges  a  high  rate,  it  gets  but  few 
bills.  On  the  other  hand,  when  gold  is  going  out  of  the 
country,  and  money  becomes  scarce,  the  market-rate  is 
higher  than  the  bank-rate.  If  during  this  period  the  bank 
charges  a  low  rate,  it  must  soon  limit  its  discounts,  or 
the  reserve  will  be  exhausted.  But,  though  the  bank 
cannot  change  the  course  of  the  current,  it  can  give  it 
increased  strength.  Though  it  cannot  make  money  dear 
when  it  is  cheap,  nor  cheap  when  it  is  dear,  yet  when 
money  is  cheap  it  can  make  it  cheaper,  and  when  it  is 
dear  it  can  make  it  dearer.  Hence,  every  alteration  in 
the  bank-rate  has  always  an  immediate  influence  on  the 
market-rate. 

Such  was  the  case  in  September,  1844.  The  large  im- 
portations of  gold  had  reduced  the  market-rate  of  discount 
to  2^  per  cent,  while  the  bank  charged  4  per  cent.  But 
when  the  bank  reduced  its  rate  to  2|  per  cent,  the  market- 
rate  went  down  to  2,  and  even  to  1|  per  cent.  To  engage 
actively  in  discounting  bills  was  a  new  feature  in  the  bank 
management.  In  1832  the  then  governor  stated  to  the 
Committee  of  the  House  of  Commons,  that  he  thought  the 
bank  should  be  a  bank  of  circulation  and  of  deposit,  and 
only  occasio-naUy  a  bank  of  discount.  But  the  Act  of  1844 
placed    the    bank    in    a    new    position,    and   led    to   the 
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adoption  of  now  principles.  Formerly  the  bank  had  in- 
vested its  surplus  funds  in  Government  securities.  But 
when  it  purchased,  the  price  advanced ;  and  when  it 
sold,  the  price  fell.  This  produced  a  fluctuation  incon- 
venient to  the  public.  Often,  too,  it  purchased  when  the 
price  was  high,  and  sold  when  the  price  was  low :  and 
thus  sustained  loss.  It  was  therefore  deemed  preferable 
to  invest  a  portion  of  the  reserve  in  the  discount  of  bills. 
The  sums  thus  invested  would  return  as  the  bills  fell  due, 
and  the  reserve  could  at  any  time  be  strengthened  by 
checking  the  discounts. 

The  directors  having  determined  to  invest  a  portion  of 
their  funds  in  discounts,  it  became  necessary  to  reduce 
their  rate  of  interest  to  nearly  the  market-rate,  or  they 
would  have  got  no  bills. 

An  eminent  London  banker,  distinguished  by  his  sup- 
port of  the  Act  of  1844,  says  :  "  If  the  bank  is  to  continue 
as  a  large  discounting  body  (of  the  expediency  of  which  I 
entertain  considerable  doubts),  I  think  it  very  desirable 
that  its  rate  of  interest  should  conform  to  the  real  market- 
value  of  money." '  The  directors  seemed  to  think  it 
necessary  that  they  should  in  some  way  employ  their 
reserve,  in  order  to  prevent  the  too  great  accumulation  of 
bank  notes  in  the  issue  department.'-^  We  here  give  no 
opinion  as  to  the  best  way  of  employing  the  bank's  reserve, 
but  we  are  quite  ready  to  admit,  as  the  governor  admits 
in  reply  to  a  question,  that  "  the  true  principles  of  bank- 
ing are,  first,  that  a  bank  shall  never  place  itself  in  such  a 
position  as  that  it  shall  be  unable  to  meet  its  liabilities ; 
and  next,  that  it  shall  employ  the  whole  of  its  resources 
at  the  greatest  profit  that  it  can  with  reference  to  pru- 
dence, looking  to  its  reserve."  ^ 

In  thus  coming  into  competition  with  the  money-dealers, 

'  I<or<ls,  1632.  -  Commons,  3009.  '  ComiiKms,  3722. 
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reducing  the  rate  of  interest,  exciting  a  feverish  state  of 
feeling  'in  the  public  mind,  and  giving  facilities  to  the 
formation  of  companies  for  speculative  purposes,  the  bank 
directors  are  accused  of  having  violated  their  public  duties 
as  the  bank  of  the  Government,  and  thus  sacrificed  the 
interests  of  the  nation  to  the  interests  of  their  proprietors. 
We  shall  not  meddle  -with  this  question.  We  have  here 
nothing  to  do  with  the  public  duties  of  the  bank  directors. 
We  are  considering  the  banking  department  as  "  any  other 
banking  concern."  Grenerally  speaking,  Providence  has 
so  constituted  human  society  that  all  banking  companies, 
and  all  individuals  too,  will  most  effectually  promote  the 
public  interests  when  by  honourable  means  they  promote 
their  own.  If  this  is  not  the  case  with  the  Bank  of  Eng- 
land, it  must  have  arisen  from  the  acts  of  the  Legislature  ; 
and  the  fact — if  it  be  a  fact — is  presumptive  evidence 
against  the  wisdom  and  the  justice  of  those  laws  by  which 
the  bank  was  placed  in  that  position. 

At  the  close  of  this  period  we  find  that  the  London  dis- 
counts had  increased  from  ^£113,000  to  =£2,365,000,  and 
the  "City  Bonds,  &c."  had  increased  from  de3,357,000 
to  d£4,009,000,  owing,  it  is  presumed,  to  the  purchase  of 
railway  debentures.  The  circulation  of  the  issuing  depart- 
ment had  increased  from  ^28,351,295  to  ^28,953,300, 
and  the  minimum  rate  of  interest  charged  by  the  bank  was 
2^  per  cent. 

II.  The  Administration  of  the  Banking  Department 
from  September  6,  1845,  to  September  5,  1846. 

During  this  period  there  were  three  alterations  in  the 
minimum  rate  of  interest.  On  October  16,  1845,  it  was 
raised  from  2|  to  3  per  cent. ;  on  November  6,  to  3| 
per  cent. ;  and  on  August  17,  1846,  it  was  again  reduced 
to  3  per  cent.  In  fixing  the  rate  of  discount,  the  directors 
took  into  account  the  amount  of  bullion  in  the  issue  de- 
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partment,  the  reserve  in  the  banking  department,  and  the 
amount  of  the  discounts.  The  amount  of  bullion  virtually 
regulated  the  other  two  ;  and  thus  the  interest  was  go- 
verned by  the  foreign  exchanges.  At  the  same  time,  the 
directors,  as  practical  bankers,  would  pay  the  greatest 
attention  to  their  reserve,  as  it  was  only  from  this  source 
that  any  advances  could  be  made.  Hence,  sometimes,  one 
object  of  raising  the  rate  of  discount  was  to  diminish  the 
number  of  applications.  It  was  thought  better  to  protect 
the  reserve  by  raising  the  rate  than  by  positively  refusing 
to  discount. 

In  the  beginning  of  1846  a  circumstance  occurred  which 
increased  both  the  deposits  and  the  discounts  of  the  bank, 
and  added  greatly  to  its  profits.  The  railway  companies 
who  were  desirous  of  obtaining  Acts  of  Parliament  to 
authorize  the  construction  of  their  lines,  were  required  to 
pay  into  the  Bank  of  England,  within  fourteen  days  after 
the  meeting  of  Parliament,  10  per  cent,  on  the  estimated 
amount  of  their  capital — to  be  returned  when  the  company 
had  obtained  the  Act,  or  when  the  application  had  been 
rejected.  Everybody  wondered  beforehand  how  so  large 
a  sum  could  be  paid  out  of  the  amount  of  notes  then  in 
circulation.  But  the  bank  acted  with  the  railway  deposits 
as  she  had  been  accustomed  to  act  with  the  public  deposits 
previous  to  the  payment  of  dividends.  As  fast  as  the 
money  came  in,  it  was  lent  out,  and  thus  a  transaction  of 
large  magnitude  was  effected  without  much  difficulty. 
This  shows  the  importance  of  a  Government  bank.  Had 
the  deposits  been  required  to  be  lodged  in  the  exchequer, 
and  there  to  remain  until  reclaimed  by  the  railway  com- 
panies, the  oijeration  could  not  have  been  effected.  The 
bank  could  have  performed  it  with  greater  facility  previous 
to  the  passing  of  the  Act  of  1844.  She  could  then  have 
lent  out  her  notes  before  the  lodgments  were  required  to  be 
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m.ide;  there  would  liave  been  no  previous  apprehensions, 
nor  any  tightness  during  the  operation. 

til.  The  Administration  of  the  Banking  Department 
from  September  5,  1846,  to  September  4,  1847. 

In  September,  1846,  the  minimum  rate  of  discount  was 
3  per  cent.  On  January  the  14th,  1847,  it  was  raised  to 
3|  per  cent.,  and  on  the  20th  of  the  same  month  to  4  per 
cent.  On  April  the  8th  to  5  per  cent.,  and  on  the  5th  of 
August  to  5i  per  cent. 

During  the  whole  of  this  period  the  foreign  exchanges 
were  unfavourable,  and  the  circulation  of  the  issuing  de- 
pai-tment  declined  from  d829,760,870  to  ^22,396,845.' 
This  was  attended  by  a  decline  in  the  reserve  of  the  bank- 
ing department,  and  an  increase  in  the  amount  of  loans 
and  discounts. 

The  bank  directors  did  not  raise  their  rate  of  discount 
above  3  per  cent,  until  the  month  of  January,  1847.  For 
this  they  have  been  severely  censured  by  parties  who  have 
had  the  advantage  of  not  being  compelled  to  form  any 
opinion  until  after  the  result  was  known.  The  month  of 
April  was  an  important  month.  From  the  deficiency  of  the 
harvest,  large  importations  of  corn  took  place.  These  im- 
ports were  paid  for  in  gold,  which  was  suddenly  withdrawn 
from  the  issue  department,  for  exportation. 

Contemporaneous  with  this  exj^ort  of  gold,  the  Govern- 
ment required  to  borrow  ^3,500,000  upon  deficiency  bills 
in  order  to  pay  the  dividends.  Under  the  old  system  this 
might  not  have  been  a  matter  of  much  importance,  but  the 
case  was  different  under  the  Act  of  1844.  The  banking 
department  was  rather  in  danger  of  getting  into  what  the 
Americans  call  "  a  fix."  To  avoid  this  "  fix,"  the  directoi  ^ 
raised  the  rate  of  discount  to  5  per  cent. ;  they  refused  oo 

'  By  deducting  £14,000,000  from  this  sum,  we  see  the  amount  of  goW 
and  siher  bullion  on  hand  in  the  issue  department. 
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lend  nionev  even  upon  exchequer  bills  ;  they  limited  tlieir 
discounts;  and  they  borrowed  d£l,275,000  on  consols. 
These  measures  caused  a  severe  pressure  on  the  money 
market,  but  it  soon  subsided.  From  this  period  the  foreign 
exchanges  were  favourable  to  this  country. 

The  operations  of  this  month  of  April,  1847,  have  given 
rise  to  much  discussion. 

The  advocates  of  the  Act  of  1844  have  pointed  to  the 
transactions  of  this  mouth  to  prove  that  the  management 
of  the  issue  department  cannot  be  safely  entrusted  to  the 
bank  directors.  They  say  that  if  the  bank  had  advanced 
its  rate  of  interest  it  might  have  prevented  the  unfavour- 
able course  of  exchange,  and  consequently  have  avoided 
the  pressure  which  then  occurred.  On  the  other  hand,  it 
has  been  stated  that  the  bank  ought  to  be  guided  in  its 
rates  of  interest  by  the  amount  of  its  reserve — that  from 
November,  1846,  to  April,  1847,  the  reserve  was  above 
one-third  of  its  deposits,  a  greater  resei've  than  any  other 
bank  would  think  it  necessary  to  keep — that  the  demand 
for  gold  was  so  sudden,  and  for  so  large  an  amount,  that 
no  ordinary  rules  could  have  prevented  it ;  and  even  had  it 
been  prevented,  it  might  have  been  injurious  to  the  country, 
as  it  would  have  checked  the  importation  of  corn,  which 
was  then  required  in  consequence  of  the  deficiency  in  the 
harvest.  There  can  be  no  doubt  that,  under  the  Act  of 
1844,  a  sudden  exportation  of  gold  must  cause  a  sudden 
contraction  of  the  amount  of  notes  in  circulation.  This 
"  self-acting  machine"  acts  by  jerks,  like  a  steam-engine 
without  a  fly-wheel ;  and  its  advocates  look  to  the  banking 
department  to  supply  the  fly-wheel,  and  to  cause  the  machine 
to  move  smoothly  and  equably.  It  may  be  doubted  whether 
the  banking  department  has  the  power  of  doing  this.  But 
when  this  is  not  done  the  advocates  of  the  Act  throw  the 
blame  upon  that  department.     Tiiey  resemble  the  court 
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preceptor,  who,  when  the  royal  pupil  did  anything  :vTong, 
inflicted  the  beating  on  his  fellow-student.  If  on  this  oc- 
casion the  bank  did  wrong,  it  may  be  feared  that  it  was 
its  court  connection  which  led  it  astray.  The  Govern- 
ment were  then  negotiating  a  loan  of  eight  millions  for  the 
relief  of  Ireland.  And  "  there  was  a  feeling  in  the  court 
that,  in  the  face  of  the  Grovernment  negotiating  a  loan,  it 
would  be  an  act  of  want  of  courtesy  to  put  up  the  rate  of 
interest  immediately."  ^  In  the  secret  history  of  the  Bank 
of  England  we  may  possibly  find  other  instances  of  similar 
faults.  But  if  on  the  present  occasion  it  was  influenced 
by  such  considerations,  it  did  not  act  "like  any  other 
banking  concern." 

The  events  of  April,  1847,  also  lead  us  to  remark  that 
the  London  bankers  never  vary  their  rate  of  discount  with 
a  view  to  regulate  the  foreign  exchanges.  If  it  behoves 
the  banking  department  to  do  this,  it  has  certainly  to  per- 
form duties  which  are  not  considered  to  belong  to  "  any 
other  banking  concern."  Nor  do  the  London  bankers  sud- 
denly and  abruptly  stop  discounting  for  those  customers 
in  whom  they  have  confidence.  The  frequent  occurrence 
of  such  suspension  of  loans  and  discounts  as  occurred  in 
April,  1847,  would  form  an  insuperable  barrier  to  the 
banking  department  ever  acquiring  that  kind  of  business 
which  is  carried  on  by  the  London  bankers.  No  merchant 
would  like  to  depend  on  such  a  bank  for  the  means  of 
making  his  daily  payments.  We  believe,  however,  that 
most  mercantile  firms  that  have  a  discount  account  with  the 
Bank  of  England  have  another  banking  account  elsewhere, 
and  some  have  also  accounts  with  the  large  bill-brokers. 

The  pressure  that  existed  in  April,  1847,  has  been  at- 
tributed to  the  publication  of  the  amount  of  the  bank's 
reserve.     It  was  said,  and  said  truly,  that  the  bank  might 
'  Commons,  No.  3001. 
c  c 
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very  prudently  reduce  its  reserve  for  a  few  days  below  the 
average  amount,  knowing  that  by  bills  falling  due,  or  by 
other  means,  it  would  soon  receive  a  sum  that  would  re- 
plenish its  coffers.  But  the  p  iblic,  seeing  only  the  amount 
of  the  reserve,  and  knowing  nothing  of  the  sums  about 
to  be  received,  might  become  unnecessarily  alarmed,  and 
hence,  a  panic  might  ensue.     Upon  this   ground,  some 
parties  questioned  the  policy  of  publishing  the  bank  ac- 
counts in  their  present  form.     But  the  remedy  for  this  is 
not  to  suppress  the  returns,  but  to  circulate  throughout  the 
community  such  an  amount  of  knowledge  as  shall  enable 
them  to  judge  accurately  respecting  banking  affairs.  Other 
parties,  of  a  higher  class  than  those  we  denominate  the 
public,  have  fallen  into  erroneous  opinions  by  a  literal 
adhesion  to  these  returns.     Almost  up  to  the  time  of  the 
suspension  of  the  Act  of  1844,  it  was  contended  by  some 
who  "  sit  in  high  places  "  that  there  could  be  no  pressiire 
on  the  commercial  classes,  since  there  were  then  more 
notes  in  the  hands  of  the  public  than  in  former  seasons 
when  no  pressure  existed.     And  before  the  Parliamentary 
Committees  of  1847  it  was  stated  by  the  governor  and 
deputy- governor,  that  it  could  make  no  difference  to  the 
public  whether  the  bank  advanced  three  millions,  or  any 
other  sum,  to  the  Government  on  deficiency  bills,  or  ad- 
vanced the  same  sum  in  loans  and  discounts  to  the  com- 
mercial classes,  inasmuch  as  the  returns  would  show  that 
the  amount  of  notes  in  circulation  would  be  the  same. 
The  events  that  followed  the  suspension  of  the  Act  showed 
the   fallacy  of   these    opinions.     It  was   shown   that  the 
amount  of  notes  in  the  hands  of  the  public  is  not  of  itself 
a  certain  criterion  by  which  to  judge  of  the  amount  of 
banking  facilities  enjoyed  by  the  commercial  classes. 

IV.  The   Administration  of  the  Banking  Department 
'  rom  September,  1847,  to  September,  1848. 
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During  this  period  the  minimum  rate  of  interest  was 
advanced  from  5|  to  6  per  cent,  on  the  23rd  of  September  ; 
to  8  per  cent.,  by  authority  of  the  Grovernment  letter,  on 
the  25th  of  October.  It  was  reduced  to  7  per  cent,  on  the 
22nd  of  November  ;  to  6  per  cent,  on  the  2nd  of  December ; 
to  5  per  cent,  on  the  23rd  of  December ;  to  4  per  cent,  on 
the  27th  of  January,  1848  ;  and  to  3|  per  cent,  on  the 
]  6th  of  June. 

At  the  commencement  of  this  period  a  great  number  of 
commercial  houses  failed,  not  only  in  London,  but  also  in 
Liverpool  and  Grlasgow,  and  other  large  places.  The  follow- 
ing is  the  account  given  by  the  Governor  of  the  bank  to 
the  Committee  of  the  House  of  Lords : — 

"  An  unprecedented  large  importation  of  food,  caused 
by  a  deficient  harvest,  required  in  payment  the  export 
of  a  large  amount  of  bullion,  to  the  extent  of  about 
=£7,500,000,  from  the  coffers  of  the  bank,  and  probably 
not  less  than  .£1,500,000  from  other  sources — together 
^9,000,000.  From  this  great  reduction  in  the  available 
capital  of  the  country,  in  addition  to  the  still  larger 
amount  invested  in  railway  expenditure,  acting  suddenly 
upon  a  previous  high  state  of  credit  and  excessive  specu- 
lation, arose  the  pressure  in  the  money  market.  There 
was  an  abstraction  of  =£7,500,000  from  the  bullion  held  by 
the  bank,  and  consequently  a  diminution  in  the  notes  to 
that  extent."' 

During  this  period  the  bank  acted  with  great  liberality. 
The  following  is  a  list  of  the  advances  made  between  the 
15th  of  September  and  the  15tli  of  November : — 

"1.  The  Bank  of  England  being  applied  to  by  a  very- 
large  firm  in  London,  who  had  at  that  time  liabilities  to 
the  extent  of  several  millions  sterling,  advanced  ^150,000 
on  the  security  of  debentures  to  that  amount  of  the  Go- 

'  Lords,  12. 


388  THE   HISTORY,    PRIXCIPLKS,    AND 

vemor  and  Company  of  the  Copper  Miners  in  England, 
and  thereby  prevented  them  from  stopping  payment ;  it 
was  distinctly  understood  that  the  operation  was  for  that 
purpose.  2.  The  bank  advanced  d£50,000  to  a  country 
banker  on  the  security  of  real  property.  3.  On  the  urgent 
representations  of  several  parties  of  the  first  importance 
in  the  city  of  London,  the  bank  advanced  =£120,000  to  the 
Governor  and  Company  of  the  Copper  Miners,  on  the 
guarantee  of  approved  names,  taking  at  the  same  time  a 
mortgage  on  the  Company's  j)roperty  for  =£270,000  to  cover 
this  sum,  and  the  amount  of  d£150,000  debentures  before 
advanced  upon ;  it  was  stated  that  the  stoppage  of  this 
company  would  have  thrown  10,000  people  out  of  employ- 
ment. 4.  The  bank  advanced  ^£300,000  to  the  Royal 
Bank  of  Liverpool,  on  the  security  of  bills  of  exchange, 
over  and  above  their  usual  discounts  to  this  bank  ;  this 
advance  unfortunately  proved  inadequate,  and  the  Royal 
Bank,  having  no  more  security  to  offer,  stopped  payment. 
6.  The  bank  assisted  another  joint-stock  bank  in  the 
country  with  ^£100,000,  on  the  security  of  bills  of  ex- 
change, over  and  above  usual  discounts.  6.  The  bank  ad- 
vanced d£130,000  on  real  property  to  a  large  mercantile 
house  in  London.  7.  The  bank  advanced  =£50,000  to 
another  mercantile  house  on  the  guarantee  of  approved 
names.  8.  The  bank  advanced  d£50,000  to  a  joint-stock 
issuing  bank  on  bills  of  exchange,  and  agreed  to  open  a 
discount  account  with  the  said  bank,  on  condition  that  it 
should  withdraw  its  issues,  but  the  joint-stock  bank 
stopped  payment  before  the  arrangement  could  be  com- 
pleted. 9.  The  bank  advanced  =£15,000  on  real  property 
to  a  large  establishment  in  London.  10.  The  bank  assisted, 
and  prevented  from  failing,  a  large  establishment  in 
Liveqjool,  by  forbearing  to  enforce  payment  of  upwards 
of  i£100,000,  of  their  acceptances,  and  engaging  to  give 
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further  aid  if  required.  11.  The  bank  assisted  a  very 
large  joint-stock  bank  in  the  country  with  advances  on 
loans  on  bills  of  exchange  to  the  extent  of  d£800,000  over 
and  above  usual  discounts.  12.  The  bank  advanced 
d£100,000  to  a  country  banker  on  real  property.  13.  The 
bank  advanced  a  joint- stock  bank  in  the  country 
d8200,000  on  the  security  of  local  bills,  besides  discount- 
ing ,£60,000  of  London  bills.  14.  The  bank  assisted  an- 
other joint- stock  bank  in  the  country  with  an  advance  of 
.£100,000  on  local  and  London  bills.  15.  The  bank  ad- 
vanced £100,000  to  a  large  mercantile  house  in  London, 
on  approved  personal  security.  16.  The  bank  assisted  a 
large  house  at  Manchester  to  resume  payment,  by  an  ad- 
vance of  £40,000  on  approved  personal  security.  17. 
The  bank  advanced  £30,000  to  a  country  bank  on  real 
property.  18.  The  bank  assisted  many  other  houses,  both 
in  town  and  country,  by  advances  of  smaller  sums  on 
securities  not  admitted  by  the  bank  under  ordinary  cir- 
cumstances ;  nor  did  the  bank,  during  the  period  in  ques- 
tion, reject  at  their  London  establishment  any  one  bill 
offered  for  discount,  except  on  the  ground  of  insufficient 
security."  ^ 

Some  of  these  advances  were  not  made  till  after  the  ap- 
pearance of  the  Government  letter  on  the  25th  of  October. 
Up  to  that  date  the  efforts  of  the  bank  were  inadequate  to 
allay  the  pressure,  while  they  largely  reduced  the  bank's 
reserve.  On  Saturday,  the  23rd  of  October,  a  deputation 
from  the  London  bankers  waited  on  the  Government,  who 
then  determined  to  suspend  the  Act  of  1844 ;  and  on  the 
same  day  gave  intimation  of  their  intention  to  the  Bank 
of  England.  On  Monday  morning  a  letter  appeared  from 
Lord  John  Eussell  and  the  Chancellor  of  the  Exchequer, 
authorizing  the  directors  of  the  Bank  of  England  to  enlarge 
'  Commons,  2645. 
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their  discounts  and  advances,  and  promising  that  if  by  so 
doing  the  existing  law  should  be  infringed,  the  Govern- 
ment would  apply  to  the  Legislature  for  a  bill  of  indemnity. 
The  letter  suggested  that  these  advances  should  not  be 
made  at  a  lower  interest  than  8  per  cent.  The  effect  of 
this  letter  was  immediate.  Confidence  was  restored,  the 
hoarded  notes  were  brought  into  circulation,  and  discounts 
were  everywhere  readily  obtained.  From  these  causes  no 
infringement  of  the  Act  took  place. 

The  state  of  the  bank  reserve  at  the  date  of  the  susi^en- 
sion  of  this  Act  occupied  the  attention  of  the  Parliamen- 
tary Committees.  On  Saturday,  the  23rd  of  October,  the 
notes  on  hand  amounted  to  .£1,547,270,  and  the  coin  to 
£44:7,246.  This,  it  should  be  remembered,  was  the  amount 
at  the  London  office  and  at  the  thirteen  branches  put  to- 
gether. At  the  same  time  the  public  deposits  were 
de4,766,000,  and  the  private  deposits  ^£8,581,000,  of  which 
.£1,615,000  belonged  to  the  London  bankers.  The  ques- 
tions put  to  the  governor  on  this  subject  seemed  designed 
to  show  that  the  bank,  so  far  from  being  able  to  assist 
others,  was  not  in  a  condition  to  meet  its  own  engage- 
ments. But  the  governor  contended  that  the  amount  of 
the  reserve  should  bave  been  taken  on  the  Friday  night, 
before  they  were  acquainted  with  the  intention  of  the 
Government  to  issue  their  letter.  The  reserve  then  was 
0^2,376,000.  The  directors  had  from  ^2,000,000  to 
ii2,500,000  of  stock  which  they  could  have  sold,  and  a 
large  amount  of  the  bills  they  held  fell  due  in  the  following 
week.  From  these  sources  they  would  easily  have  increased 
their  reserve.  On  the  other  hand,  some  of  the  witnesses 
declared  that  no  large  amount  of  stock  could  have  been 
sold,  and  that,  had  a  run  taken  place  on  the  London 
bankers,  such  as  that  which  had  taken  place  on  the  banks 
at  Newcastle,  the  bankers'  dejjosits  must  have  been  with- 
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drawn,  ai)J  the  Bank  of  England  itself  might  have  been 
placed  in  jeopardy. 

As  we  have  considered  in  a  previous  Section  the  opera- 
tion of  the  Act  of  1844,  it  is  not  necessary  to  pursue  this 
subject  any  farther.  After  the  Government  letter  was 
issued,  the  bank  still  continued  to  make  advances  with 
caution,  and,  with  the  view  of  not  infringing  the  Act,  they 
boi-rowed  money  on  the  Stock  Exchange  at  7  per  cent., 
though  they  had  the  unlimited  power  of  issuing  notes. 

Soon  afterwards  the  gold  began  to  return,  and  money 
became  abundant.  From  the  high  rate  of  interest,  the 
amount  imported  was  large  ;  and  from  trade  having  been 
paralyzed  by  the  pressure,  the  demand  for  it  was  very 
small.  As  the  gold  increased,  the  bank  x-ate  of  interest 
was  reduced.  By  September  2nd,  1848,  the  circulation  of 
the  currency  department  amounted  to  ^£26,883,505,  and 
the  bank  reserve  to  d£9,410,952. 

To  show  the  further  j^rogress  of  the  bank  since 
September,  1848,  we  have  added  the  Returns  for  the  week 
ending  the  2nd  of  February,  1849,  premising  that  since 
the  year  1849  the  administration  of  the  Bank  of  England 
has  been  influenced  by  the  importations  of  gold  from 
California  and  Australia.  We  shall  here  merely  state  the 
amounts  of  gold  and  silver  on  hand  in  the  first  week  in 
September,  in  the  years  that  have  transpired  since  1848. 
and  the  minimum  rates  of  interest  charged  by  the  Bank 
of  England  at  those  respective  periods. 
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Date. 

Gold. 

Silver. 

Rate  of 

Interest. 

£ 

£ 

8  Sept.  1849 

13,631,153 

277,077 

3 

7  Sept.  1850 

15,880,617 

219,958 

2| 

6  Sept.  1851 

13,674,190 

33,375 

3 

4  Sept.  1852 

21,334,921 

19,154 

2 

10  Sept.  1853 

15,866,770 

nil. 

H 

9  Sept.  1854 

12,630,110 

nil. 

6 

8  Sept.  1855 

14,368,010 

nil. 

H 

The  following  is  a  copy  of  the  Official  Returns  for  the 
four  years  that  have  passed  under  review ; — 
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We  have  thus  taken  a  review  of  the  first  four  years  of 
the  proceedings  of  the  Banking  Depai*t.nient  of  the  Bank 
of  England.  Whatever  may  be  the  future  operations  of 
that  department,  this  portion  of  its  history  will  always  be 
interesting.  This  period  is  remarkable  also  as  containing 
one  of  those  monetary  cycles  to  which  we  must  always  be 
liable  as  long  as  our  currency  is  regulated  by  the  Act  of 
1844.  Each  year  has  a  peculiar  character.  The  first 
commenced  at  a  period  of  full  currency — money  was 
abundant  and  cheap,  the  minimum  of  the  bank  rate  being 
2|  per  cent.  In  the  second  year  the  exchanges  fluctuated, 
and  the  rate  of  interest  fluctuated  also.  During  the  whole 
of  the  third,  the  exchanges  were  unfavourable — gold  was 
exported,  and  the  rate  of  interest  advanced.  At  the  com- 
mencement of  the  fourth  year  came  the  pressure :  then  a 
favourable  course  of  exchange  brought  back  the  gold,  the 
rate  of  interest  was  reduced,  and  again  money  became 
abundant. 

This  period  is  moreover  important  as  an  indication  of 
the  principles  on  which  the  banking  department  will 
hereafter  be  governed.  The  governor  and  deputy- governor 
were  examined  before  the  parliamentary  committees  in 
March,  1848.  They  stated  that  they  aj)proved  of  the  re- 
duction of  interest  in  September,  1844  ;  but  they  expressed 
regret  that  the  bank  had  not  advanced  the  rate  of  interest 
in  November,  1846,  and  that  they  suffered  the  reseiwe  to 
fall  so  low  in  October,  1847.  Should  these  sentiments  be 
acted  upon  in  future,  we  may  expect  that  the  "  banking 
department  "  will  reduce  its  rate  of  interest  as  heretofore  ; 
but  when  money  becomes  scarce,  it  will  advance  its  rate  at 
an  earlier  period,  and  be  less  liberal  in  making  advances. 

The  following  question  was  put  to  the  governor  by  a 
member  of  the  Committee  of  the  House  of  Commons  : — 
"  Tou  have  described  as  part  of  the  operation  of  the  Act 
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of  1844,  that  you  were  during  the  year  1847  obliged  to 
lend  consols  instead  of  notes,  on  account  of  the  limit 
prescribed  by  the  Act, — that  you  borrowed  on  consols  in 
April, — that  you  were  obliged  to  raise  the  rate  of  interest 
to  9  per  cent., — that  you  refused  loans  on  exchequer 
bills, — that  there  was  a  pressure  in  April,  aud  a  panic  in 
October, — and  that  Government  were  obliged  to  interpose 
by  a  letter,  in  order  to  protect  the  public  from  the  re- 
strictive effects  of  the  Act — Do  you  call  that  a  satisfactory 
history  of  any  system  ?  "  ^ 

We  must,  however,  distinguish  between  "the  system  " 
as  established  by  the  Act  of  Parliament,  and  the  ad- 
ministration of  the  banking  department  in  consequence  of 
the  establishment  of  that  system.  We  have  given  in  the 
preceding  section  our  opinion  of  the  system.  But  the 
administration  of  the  Banking  Department  of  the  Bank 
of  England  under  the  system,  has,  in  our  sober  judgment, 
been  distinguished  by  a  high  degree  of  both  wisdom  and 
liberality. 

The  administration  of  the  banking  department  since 
September,  1848,  does  not  call  for  any  particular  remark. 
We  had  the  usual  indications  of  the  first  stage  after  a 
panic.  The  bullion  in  the  issue  department  increased 
from  =£12,883,505  to  ^14,330,845  ;  the  notes  in  reserve 
from  =88,784,795  to  =£9,553,460.  Money  had  been  abun- 
dant, and  the  rate  of  interest  low.  On  the  2nd  of 
November,  1848,  the  bank  reduced  the  minimum  rate  of 
discount  to  3  per  cent.  This  would  probably  have  been 
done  at  an  earlier  period  but  for  the  political  aspect  of 
the  Continent.  The  same  reason  possibly  induced  the 
Directors  to  maintain  the  same  interest  to  February,  1849, 
althougih  this  appears  to  be  an  abandonment  of  the 
principle  adopted  in  the  year  1844. 

'  Coiiimoiis,  ,'i450. 
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SECTION  XXIV. 

THE     A])MINISTEATION    OF     JOINT-STOCK     BANKS,    WITH     AN 
INQUIRY   INTO   THE    CAUSES    OF   THEIR   FAILURES. 

'  I  "HE  chief  points  in  which  a  joint-stock  bank  differs 
from  a  private  bank  are, — the  number  of  its  partners 
— the  permanency  of  its  capital — and  the  form  of  its 
government.  A  private  bank  formerly  could  not  have 
more  than  six  partners  ;  a  joint- stock  bank  may  have  any 
number  of  partners.  If  a  partner  in  a  private  bank  die, 
or  become  insolvent,  his  capital  is  withdrawn  from  the 
bank ;  in  the  case  of  a  partner  in  a  joint- stock  bank,  his 
shares  are  transferred,  and  the  capital  of  the  bank  re- 
mains the  same.  In  a  private  bank  all  the  partners  may 
attend  to  its  administration :  a  joint-stock  bank  is 
governed  by  a  board  of  directors.  The  business  principles 
on  which  these  two  kinds  of  banks  are  administered  are 
the  same,  and  the  observa.tions  of  the  preceding  sections 
will  equally  apply  to  both.  The  topics,  therefore,  to  which 
we  shall  in  this  section  more  particularly  direct  our  atten- 
tion will  be  those  that  have  a  special  reference  to  the 
constitution  of  joint-stock  banks.  After  the  6th  of  May, 
1844,  it  was  not  lawful  for  any  new  company  of  more  than 
six  persons  to  carry  on  the  trade  or  business  of  bankers 
in  Engla7icl,  unless  by  virtue  of  letters  patent  to  be  granted 
by  her  Majesty  according  to  the  provisions  of  that  Act. 

I.  All  joint-stock  banks  have  a  certain  amount  of  paid- 
up  capital. 

The  payment  of  a  certain  portion  of  the  capital  before 
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the  commencement  of  business,  is  a  pledge  that  the  pro- 
ject is  not  a  mere  bubble,  and  this  is  especially  necessary 
when  the  proprietors  have  no  further  liability.  But  even 
"with  unlimited  liability  a  certain  amount  appears  to  be 
necessary.  The  employment  of  capital  judiciously  is 
sometimes  a  means  of  acquiring  business ;  and  in  case  of 
loss  there  should  always  be  a  sufficient  capital  to  fall  back 
upon  without  recurring  to  the  shareholders. 

There  is  an  evil  in  a  bank  having  too  small  a  capital. 
In  this  case,  the  bank  will  be  but  a  small  bank ;  the 
number  of  proprietors  will  be  few,  and  the  number  of 
persons  eligible  to  be  chosen  dii'ectors  will  be  few ;  hence 
there  will  not  be  the  same  guarantee  for  good  manage- 
ment. If  a  bank  with  a  small  capital  have  also  a  very 
small  business,  it  had  much  better  cease  as  an  independent 
establishment,  and  become  the  branch  of  a  larger  bank. 
If,  on  the  other  liand,  it  has  a  large  business,  with  a  large 
circulation,  large  deposits,  and  large  loans  or  discounts, 
its  losses  will  sometimes  be  large,  and  hence  the  whole 
capital  may  be  swept  away.  It  is  true,  that  while  it 
avoids  losses  the  shareholders  will  receive  large  dividends  ; 
but  these  large  profits  had  much  better  be  left  in  the 
bank  as  an  addition  to  its  capital  than  shared  among  the 
proprietors  in  the  form  of  dividends.  There  is  danger  too 
that  the  high  premium  on  those  shares  may  induce  many 
shareholders  to  sell  out  and  form  other,  and  perhaps  rival 
establishments. 

On  the  other  hand,  there  is  an  evil  in  a  bank  having  too 
large  a  capital.  In  this  case,  as  the  capital  cannot  be 
employed  in  the  business,  the  directors  are  under  the 
temptation  of  investing  it  in  dead  or  hazardous  securities 
for  the  sake  of  obtaining  a  higher  rate  of  interest ;  per- 
haps too  they  may  speculate  in  the  funds,  and  sustain 
loss.     Hence  it  is  much  better  that  a  bank  should  com- 
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inence  business  with  a  small   capital,  and  increase   the 
amount  as  the  business  may  require. 

It  is  difficult  to   state  in  all  cases  what  proportion  a 

capital  ought  to  bear  to  the  liabilities  of  a  bank.     Perhaps 

the  best  criterion  we  can  have  is  the  rate  of  dividends, 

provided  that  dividend  be  paid  out  of  the  business  profits 

of  the  company.     When  we  hear  of  a  bank  paying  from 

15  to  20  per  cent,  dividend,  we  may  be  assured  that  the 

capital  is  too  small  for  the  business.     The  liabilities  of 

the  bank,  either  in  notes  or  deposits,  must  far  exceed  the 

amount  of  its  capital.     As  a  general  maxim,  the  greater 

the  capital  the  less  the  dividend.     Let  the  whole  capital 

be  employed  at  any  given  rate  of  interest,  say  3  per  cent., 

then  the  capital  raised  by  notes  or  deposit,  produces,  after 

paying  all  expenses,  a  certain  sum  as  profit.     Now,  it  is 

evident  that  if  this  amount  of  profit  be  distributed  over  a 

large  capital,  it  will  yield  a  less  rate  per  cent,  than  when 

distributed  over  a  small  capital.     Sometimes,  however,  a 

large  capital  may  have  increased  the  rate  of  dividend,  in 

consequence  of  having  been  the  means  cf  acquiring  a  large 

increase  of  business.     It  may  have  done  this  in  consequence 

of  inspiring  the  public  with  confidence  in  the  bank,  and 

thus  inducing  them  to  make  lodgments  or  circulate  its 

notes ;  or  it  may  have  enabled  the   bank  to  make  large 

advances,  and  thus  gained   the  support  of  wealthy  and 

influential  customers. 

Although  the  proportion  which  the  capital  of  a  bank 
should  bear  to  its  liabilities  may  vary  with  different  banks, 
perhaps  we  should  not  go  far  astray  in  saying  it  should 
never  be  less  than  one-third  of  its  liabilities.^     I  would 

'  This  view  was  no  doubt  a  very  reasonable  one  at  the  time  the  text 
was  written,  when  joint-stock  banking  in  England  was  in  its  infancy  ; 
but,  as  experience  has  proved  that  public  confidence  has  in  no  way  been 
impaired  by  the  very  large  increase  of  banking  liabilities,  without  a 
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exclude,  however,  fi-om  tliis  comparison  all  liabilities  ex- 
cept those  arising  from  notes  and  deposits.  If  the  notes 
and  deposits  together  amount  to  more  than  three  times 
the  amount  of  the  paid-up  capital,  the  bank  should  call 
up  more  capital.  It  may  be  said,  that  the  bank  is  liable 
also  for  its  drafts  upon  its  London  agents,  and  for  the  pay- 
ment of  those  bills  which  it  has  endorsed  and  re-issued  : — 
admitted  ;  but  in  both  these  cases,  the  public  have  other 
securities  besides  that  of  the  bank. 

Presuming  that  banks  are  to  commence  with  a  moderate 
amount  of  capital,  and  to  increase  that  amount  as  the 
business  increases,  the  question  is  suggested,  what  is  the 
best  way  of  increasing  the  capital  ?  The  English  banks 
have  followed  two  ways  of  doing  this  :  one,  by  a  fui'ther 
issue  of  shares  ;  and  the  other,  by  further  calls  upon  the 
existing  shareholders.  The  capital  of  all  the  joint-stock 
banks  in  England  is  divided  into  certain  portions,  called 
shares  ;  each  proprietor  holds  a  certain  number  of  these 
shares,  and  pays  a  certain  sum  upon  them.  If  he  wishes 
to  transfer  a  portion  of  his  capital  he  cannot  transfer  a 
half  share  or  a  quarter  share,  but  must  transfer  a  whole 
share,  or  a  certain  number  of  shares.  Thus,  if  the  capital 
of  a  bank  be  ,£500,000,  it  may  be  divided  into  5,000 
shares  of  d£100  each,  or  50,000  shares  of  ^£10  each,  and  a 
certain  proportion  of  the  amount  of  each  share  will  be 
paid  up ;  and  this  proportion  is  called  the  real  or  the 
paid-up  capital.     Thus,  if  one-tenth  of  the  above  capital 

corresponding  increase  of  capital,  since  that  period,  it  may  now  be  re- 
garded as  quite  untenable.  Were  the  view  of  the  proper  proportion  of 
capital  to  liabilities  here  propounded  generally  adopted,  bank  dividends, 
at  the  present  average  rates  of  profit,  would  in  many  cases  entirely 
vanish,  and  in  no  case  would  the  return  be  at  all  commensurate  with  the 
risk.  As  a  matter  of  fact  the  capital  of  no  bank  in  the  kingdom  bears 
anything  like  so  high  a  relation  to  its  liabilities  as  the  proportion  here 
considered  proper. 
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JB  paid  up,  tben  ^50,000  will  be  the  real  or  paid-up 
capital,  and  ^£500,000  will  be  called  the  nominal  capital. 
In  the  chartered  banks,  on  the  other  hand,  there  is  usually 
no  nominal  capital,  and  the  real  capital  is  not  divided  into 
shares  or  portions,  but  any  fractional  sum  may  be  trans- 
ferred.' The  capital  is  then  called  stock.  Wheix  there  is 
no  nominal  capital,  nor  any  way  of  increasing  the  amount 
of  the  real  capital,  this  is  the  best  way.  But,  in  the  other 
case,  it  is  more  convenient  to  have  the  capital  divided  into 
shares. 

Some  persons  have  objected  altogether  to  a  nominal 
capital ;  but  their  objections  have  been  directed  more  tci 
the  misrepresentations  that  may  attend  it,  than  to  the 
thing  itself.  They  say,  "  a  bank  announces  that  it  has  a 
capital  of  ^£500,000,  whereas  few  shares  are  issued,  and 
but  a  small  sum  is  paid  on  each  share  ;  hence  people  are 
misled,  and  the  bank  acquires  a  confidence  which  it  does 
not  deserve."  The  objection  here  is  against  representing 
the  nominal  capital  to  be  paid-up  capital ;  it  does  not 
bear  upon  the  principle  of  a  nominal  capital.  In  fact,  wo 
are  misled  by  words.  What  is  called  nominal  capital  is 
nothing  more  than  a  further  sum,  which  the  directors 
have  the  power  of  calling  up.  If  this  sum  had  not  been 
called  capital,  it  would  not  be  objected  to,  as  it  could  lead 
to  no  misapprehension.  But  the  inquiry  simply  is,  ought 
the  directors  to  have  the  power  of  calling  upon  the  share- 
holders for  a  f ui'ther  amount  of  capital  beyond  that  already 
paid  up  ?  Were  they  not  to  have  the  power,  the  .bank 
would  at  its  commencement  probably  have  too  large  a 
capital,  and  after  its  business  had  advanced  would  have 
too  small  a  capital.     And  if  the  bank  by  any  unforeseen 

'  The  Colonial  chartered  banks  are  an  exception  to  this  rule.  The 
capital  of  such  banks  has  invariably  been  raised  by  shares  (not  stock). 
vith  usually  a  liability  thereon  of  double  the  amount. 

D  D 
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occurrence  became  involved,  aucl  should  have  occasion  for 
further  sums  to  extricate  itself  from  its  difficulties,  it 
could  not  make  any  further  call  upon  its  shareholders, 
although  a  very  small  advance  might  prevent  its  utter 
ruin.  In  case  of  a  veiy  large  capital,  such  as  two  or  three 
millions,  a  nominal  capital  may  not  be  necessary,  as  so 
large  a  sum  is  likely  to  be  in  all  cases  amply  sufficient. 
But  in  banks  of  a  second  class,  it  will  always  be  best  to 
give  the  directors  the  power  of  making  further  calls  upon 
the  shareholders. 

The  second  way  of  increasiug  the  capital  of  a  bank,  is 
by  the  issue  of  new  shares.  The  whole  amount  of  shares 
to  be  issued  is  fixed  in  the  first  instance,  and  the  bank 
commences  as  soon  as  a  certain  proportion  has  been  issued. 
If  the  bank  was  not  allowed  to  commence  business  until 
the  whole  of  the  shares  were  taken,  a  small  amount  would 
be  fixed  upon,  and  the  bank  would  be  proportionably 
weaker.  But  by  beginning  with  a  small  number  of 
shares  you  have  capital  enough  for  your  business,  and  you 
acquire  more  as  you  proceed.  Many  persons  will  join  a 
bank  after  it  is  established  who  would  not  take  shares  at 
the  commencement.  Some  shares  are  therefore  reserved 
for  persons  of  this  description;  and  as  the  shares  are  more 
valuable  when  the  success  of  the  undertaking  is  no  longer 
doubtful,  they  are  often  given  --^"t  at  a  premium,  and 
always  a  greater  degree  of  caution  is  exercised  as  to  the 
persons  to  whom  they  are  distributed. 

Some  members  of  the  parliamentary  committee  of  1836 
appear  to  have  an  objection  to  shares  of  a  small  amount ; 
they  apprehend  that  these  shares  are  taken  by  an  inferior 
class  of  persons ;  and  hence  the  body  of  proprietors  are 
less  respectable.  But  it  would  appear  from  the  rerurns, 
that  the  general  effect  of  small  shares  is,  that  each  share- 
holder takes  a  greater  number.     Thus  in  the  banks  of 
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c£100  shares  each  proprietor  has  taken  upon  an  average 
twenty-eight  shares,  on  which  he  has  paid  the  sum  of 
,£444.  In  the  hanks  of  ^820  shares,  each  proprietor  has 
taken  forty-three  shares,  and  paid  .£359.  In  the  banks 
of  i;10  shares,  each  proprietor  has  taken  fifty-two  shares, 
and  paid  .£400.  While  in  the  only  bank  of  ^£5  shares, 
each  proprietor  has  taken  117  shares,  and  paid  .£585,  It 
appears  to  me  that  the  chief  objection  to  which  small 
shares  are  liable  is,  that  they  do  not  admit  of  a  large 
amount  of  nominal  capital.  The  banks  of  =£5  and  =£10 
shares  have  usually  the  whole  capital  paid  up,  and  hence 
in  case  of  necessity  the  directors  have  no  power  to  call  for 
a  further  amount. 

II.  Joint- stock  banks  are  governed  by  a  board  of 
directors. 

"  The  directors  are  chosen  from  among  the  shareholders 
at  a  general  meeting — the  pecuniary  qualification  being 
that  they  hold  a  stipulated  number  of  shares  in  the 
company. 

"  There  are  several  points  of  view  in  which  a  man  be- 
comes eligible  as  a  director  of  a  bank,  independent  of  his 
qualification  as  the  holder  of  the  required  number  of 
shares.  Indeed,  his  qualification  as  a  shareholder,  merely, 
must  not  be  taken  into  the  account. 

"  1.  He  ought,  in  the  first  place,  to  be  a  man  enjoying 
public  confidence.  Ualess  he  is  a  man  whom  the  com- 
munity contemplate  as  deserving  of  their  confidence  and 
esteem,  it  is  not  presumable  he  can  be  of  much  service  to 
the  bank,  either  by  his  influence  or  character.  The  public 
are  not  likely  to  deposit  their  money  in  an  establishment 
where  they  cannot  place  the  fullest  reliance  upon  the 
directors ;  and,  for  the  same  reason,  parties  of  respecta- 
bility will  not  readily  be  induced  to  open  accounts  with 
the  bank. 
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"  2.  He  ought  to  be  a  man  possessing  a  knowledge  of 
commercial  business.  It  is  a  matter  of  great  importance 
to  the  satisfactory  and  efficient  management  of  a  bank, 
that  those  to  whom  is  entrusted  the  direction  of  its  affairs, 
be  in  some  measure  conversant  with  the  ordinary  affairs  of 
trade.  Men  who  are  retired  from  business  are  unquestion- 
ably the  most  eligible,  not  merely  from  their  business 
knowledge,  but  because  they  are  not  apt  to  be  contem- 
plated with  that  suspicion,  jealousy,  and  distrust,  which 
tradesmen  will  sometimes  exercise  towards  such  directors 
of  a  bank  as  are  likewise  engaged  in  trade.  But  retired 
men  of  bvisiness  are  not  readily  to  be  had  as  directors  <r>f  a 
bank,  nor  are  they  in  most  cases  disposed  to  accept  of 
such  an  office.  Where  such  is  the  case,  men  of  high 
standing  and  character,  engaged  in  trade,  should  be  sought 
for. 

"  3.  A  bank  director  shoiild  be  a  man  of  strict  integrity 
and  uprightness.  This  is  a  qualification  perfectly  indis- 
pensable to  the  welfare  of  the  bank.  He  niust  be  abf-ve 
all  trafficking  in  the  stock  of  the  company,  or  taking  any 
undue  advantage  over  the  other  shareholders  through  his 
intimate  knowledge  of  the  state  of  their  affairs  as  regards 
the  bank.  He  must  never  for  a  moment  forget,  that 
while  he  is  a  partner  in  the  concern,  and  as  an  honest 
man  is  bound  to  conduct  it  in  as  faithful  and  diligent  a 
manner  as  he  would  his  own  private  affairs,  that  he  is  at 
the  same  time  appointed  to  a  solemn  trust,  in  having  the 
interests  of  numerous  others,  equally  interested  with  him- 
self, under  his  management  and  control.  In  fact,  unless 
the  director  of  a  bank  is  a  man  of  strict  integrity,  he  is 
placed  in  a  position  calculated  to  be  productive  of  great 
mischief.  He  .s  invested  with  power  to  ruin  the  fortunes 
of  others,  and  to  inflict  much  commercial  evil  upon  the 
community.     Whtre  there  is  a  want  of  integrity,  there  is 
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a  "want  of  principle,  and   the  bank  must    necessarily  be 
mismanaged. 

"  4.  A  bank  director  should  be  a  man  of  influence  and 
respectability.  He  ought  to  be  a  man  well  known  and 
respected  in  the  district.  Such  a  man  is  desirable  in  a 
variety  of  ways.  He  adds  his  own  personal  respectability 
to  the  establishment,  and  he  influences  the  favour  and 
support  of  his  friends  and  acquaintances.  His  standing 
in  society  gives  the  public  confidence  in  the  establishment 
with  which  he  is  connected — and  they  bring  their  money 
and  business  to  its  support ;  the  paper  of  the  bank  be- 
comes more  readily  current  in  the  district,  and  the  weight 
of  his  influence  destroys  any  suspicion  of  its  stability. 

"  5.  A  bank  director  should  be  in  good  pecuniary  cir- 
cumstances. It  would  be  a  most  wholesome  regulation, 
were  it  stipulated  in  all  deeds  of  settlement  that  no  bank 
director  should  be  privileged  to  overdraw  his  account. 
The  great  facilities  which  directors  enjoyed  of  raising 
money  from  overdrawing  their  bank  accounts,  have,  in 
some  instances,  resulted  in  extensive  commercial  disasters, 
and  in  the  total  wreck  of  large  establishments.  The 
temptation  to  speculations  of  all  descriptions  which  such 
facilities  hold  out,  necessarily  increases  the  risk  of  the 
bank,  and  induces  a  less  rigid  inspection  of  the  accommo- 
dation afforded  to  other  customers.  Where  those  who  are 
entrusted  with  the  management  of  the  bank  forget  the 
extent  and  importance  of  the  trust  reposed  in  them,  and 
begin  to  enter  into  unwaiTantable  speculations  with  the 
funds  committed  to  their  care,  it  is  not  supposable  that 
they  will  be  particularly  scrupulous  as  to  the  general 
management  of  the  affairs  of  others. 

"  6.  A  bank  director  should  be  one  who  can  bestow 
some  attention  upon  the  affairs  of  the  establishment.  It 
has  appeared  in  evidence  that  gentlemen  have  been  ap- 
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pointed,  and  have  accepted  tlie  office  of  directors  of  banks, 
who  gave  little  or  no  attention  to  the  affairs  :  who,  in  fact, 
api>ear  to  have  considered  that  the  office  of  director  was 
conferred  on  and  accepted  by  them  more  for  the  purpose 
of  complying  with  the  letter  of  the  deed  of  settlement, 
which  enjoined  the  appointment  of  a  certain  number  of 
directors,  than  from  any  idea  of  their  being  expected,  or 
of  its  being  necessary  for  them  to  know  anything  regard- 
ing the  management.  The  consequence  of  this  has  been, 
that  the  duties  which  devolved  upon  the  directors,  perhajjs 
six  individuals,  were  confined  to  two,  or  possibly  only  one, 
and  the  others  approving,  without  suitable  knowledge  or 
proper  inquiry,  of  all  their  acts,  the  mass  of  shareholders, 
as  well  as  an  extensive  commercial  circle,  have  been  in- 
volved in  the  disastrous  results  of  mismanagement.  It  is 
altogether  an  anomaly  that  any  man,  or  body  of  men, 
should  have  the  credit,  honour,  and  distinction,  of  being 
managers  and  directors  of  a  bank,  and  yet  not  exercise  any 
of  the  active  functions  and  important  duties  that  I'elate 
thereto.  Upon  what  principle  can  they  undertake,  as  by 
accei>ting  the  office  they  unquestionably  do,  to  discharge  a 
solemn  trust,  in  faithfully  administering  the  affairs  of  a 
bank,  into  which  they  make  it  no  part  of  their  business  to 
look  ?  AVere  the  fact  not  veiy  well  kno^vn,  it  would 
seem  absurd ;  yet  it  is  not  the  less  absurd  that  it  is 
known."  ' 

Mr.  Taylor,  in  his  "  Statesman,"  makes  the  following 
observations  upon  the  age  of  members  of  public  boards  : — 

"  Boards,  or  other  co-operative  bodies,  should  be  so 
formed  that  youthf ulness  and  elderliness  may  meet  in  due 

'  These  observations  are  taken  from  the  '•  Philosophy  of  Joint- Stoik 
Banking,"  by  G.  M.  Bell  (Longman).  I  recommend  the  perusal  of 
this  little  work  to  all  directors  and  managers  of  joint-stock  banks. 
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proportion  in  their  counsels.  If  any  sucli  body  be  wholly 
composed  of  elJIerly  men,  it  will  commonly  be  found  to  be 
ineffective,  so  far  as  invention  of  new  courses,  and  intrepi- 
dity of  purpose  is  required ;  and  perhaps,  also,  unequal  to 
any  unusual  amount  of  spontaneous  activity.  If,  on  the 
other  hand,  it  be  composed  wholly  of  young  men,  its  ope- 
rations will  probably  be  wanting  in  circumspection  ;  and 
the  foresight  by  which  it  will  be  guided  will  be  too  keenly 
directed  to  the  objects  of  a  sanguine  expectation — too 
dully  to  prospects  of  evil  and  counteraction.  The  respec- 
tive positions  in  life  of  the  young  and  the  old  operate  to 
these  results  not  less  than  their  temperaments ;  for  the 
young  have  their  way  to  make — a  reputation  to  earn — and 
it  is  for  their  interest  to  be  enterprising,  as  well  as  in  their 
nature  ;  the  old  have  ascertained  their  place  in  life,  and 
they  have,  perhaps,  a  reputation  to  lose." 

III.  Joint-stock  banks  have  a  principal  officer,  called  a 
manager. 

"  The  prudent  and  satisfactoiy  management  of  a  Joint- 
stock  bank  very  materially  depends  upon  the  upright  and 
consistent  discharge  of  those  social  duties  and  reciprocal 
interchanges  of  confidence  which  ought  to  characterize  the 
directors  and  manager. 

"  The  manager,  from  his  experience,  and  the  importance 
of  the  office  he  fills,  is  entitled  to  the  kind  consideration 
and  entire  confidence  of  the  directors.  He  is  selected  by 
them  to  occupy  an  arduous  and  highly  responsible  situa- 
tion, and  ought  to  be  rewarded  not  merely  with  an  ade- 
quate pecimiary  remuneration,  but  with  the  respect  and 
friendship  of  the  directors,  by  whom  he  should  be  con- 
sidered in  every  respect,  so  far  as  regards  the  bank, 
at  least  upon  an  equally  elevated  footing.  Without  the 
confidence  and  friendship  of  the  directors,  he  can  neither 
take    his  place    at    their    meetings  free    from    restraint. 
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discuss  with  them  matters  relating  to  the  welfare  of  the 
establishment  with  composure,  nor  appear  before  the  cus- 
tomers with  that  satisfaction  and  independence  which  is 
required  to  the  proper  discharge  of  his  duties.  Having 
placed  him  in  the  position  of  manager  of  the  bank,  it  is 
their  duty  always  to  contemplate  him  in  that  light,  to  re- 
spect and  confide  il.  his  opinions  and  conduct,  which  in 
many  cases  have  been  formed  by  long  years  of  active  and 
arduous  employment  in  the  profession  ;  and  to  speak  well 
of  him  among  their  friends  and  acquaintances.  In  the 
degree  in  which  the  manager  is  respected,  and  well  spoken 
of  by  the  directors,  will  respect  and  confidence  be  extended 
to  him,  and  consequently  to  the  establishment,  by  the 
public,  and  a  good  opinion  entertained  of  their  judgment 
and  discernment  in  his  selection. 

"  The  conduct  of  the  manager  ought  to  be  characterized 
by  great  circumspection  and  uprightness.  He  ought,  un- 
questionably, in  every  instance,  to  be  chosen  for  his  busi- 
ness qualifications,  and  not  because  he  is  a  rich  man,  a 
gentleman,  a  man  of  fashion,  or  a  man  with  an  extensive 
circle  of  friends.  To  choose  him  on  account  of  any  one 
of  these  qualifications,  and  not  principally  from  his  prac- 
tical experience  of  banking,  would  be  similar  to  appointing 
a  man  to  the  care  and  management  of  a  steam-engine,  who 
knew  nothing  of  its  mechanism,  nor  the  nature  of  its  ope- 
ration, but  was  recommended  solely  because  he  had  a  taste 
for  travelling ;  or  it  would  be  like  placing  a  man  at  the 
helm  to  pilot  a  vessel  over  quicksands,  and  through  a  reef 
of  rocks,  who  knew  nothing  of  a  seafaring  life,  but  was 
fond  of  contemplating  the  grandeur  of  the  elements.  The 
manager  of  a  joint-stock  bank  ought  to  be  chosen  exclu- 
sively for  his  experience  in  banking  ;  other  qualifications 
are  well  enough  in  their  own  place,  but  ought  never  to  be 
taken  into  consideration  in  clioosing  a  j^erson  to  act  as 
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manager  of  a  bank.  In  this  way  a  stimulus  is  given  to 
persons  of  talent,  who  may  be  looking  forward  to  the  re- 
ward of  a  life  of  toil  and  drudgery ;  and  thus  merit  is 
patronized  and  protected.  In  a  well-regulated  office  no 
one  will  be  promoted  over  the  head  of  another,  but  a  pru- 
dent selection  being  made  at  the  outset,  a  system  of 
regular  promotion  should  be  uniformly  practised. 

"  The  manager  of  a  bank  may  be  contemplated  in  three 
important  points — in  his  intercourse  with  the  customers 
and  the  public  ;  with  the  directors  ;  and  with  the  subordi- 
nate officers  of  a  bank  In  each  of  these  departments  he 
has  important  duties  to  perform.  He  must  be  scrupulously 
diligent  in  his  attention  to  the  affairs  of  the  bank,  cour- 
teous in  his  interviews  with  the  jDublic,  affable  and  unre- 
served in  his  communications  with  the  directors,  and  kind 
and  conciliating  towards  the  subordinates  of  the  bank, 
treating  them  as  those  who  may  be  one  day  placed  in  a 
similar  situation  with  himself.  The  days  are  now  gone 
past  when  a  man  of  business  was  considered  in  the  light 
of  a  machine — a  mere  automaton  for  the  purpose  of  form- 
ing figures  and  casting  up  accounts ;  but  it  is  still  neces- 
sary, enlarged  as  our  views  of  the  powers  and  capabilities 
of  the  human  mind  are,  in  order  to  the  proper  manage- 
ment of  any  business,  that  it  be  carefully  attended  to. 
The  manager  of  a  joint-stock  bank,  being  allowed  a  com- 
petent salary,  cannot  be  justified  in  occupying  his  time 
with  any  other  employment  which  may  occasion  his  ab- 
sence from  the  duties  of  the  bank.  But  it  is  not  intended 
to  insinuate  that  he  must  be  a  man  of  one  idea,  and  re- 
strained from  turning  his  mental  acquirements  to  his  own 
amusement  or  profit.  This  would  be  as  absurd  as  it  would 
be  unreasonable.  Nor  is  it  meant  that  a  man  of  business 
may  not  be  also  a  man  of  great  erudition,  and  it  may 
happen,  of  literary  and  scientific  eminence.     On  the  con- 
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trarj,  it. cannot  be  denied  tliat,  in  the  present  day,  this  is 
often  the  case.  What  is  contended  for  is,  that  the  bank 
is  entitled  to,  and  ought  to  have,  his  close  and  chief  atten- 
tion. 

"  As  it  is  obvious  that  iie  cannot  manage  any  other  trade 
or  profession,  without  sacrificing  or  delegating  more  or  less 
the  duties  he  owes  to  the  bank  ;  it  seems  also  very  doubt- 
ful whether  he  can  be  justified  in  taking  a  prominent  part 
in  public  or  political  affairs.  There  are  two  arguments 
against  his  being  a  public  character :  the  first  is,  that  he 
may  be  drawn,  away  during  the  l^ours  of  business;  the 
second,  that,  by  becoming  a  partisan,  he  is  certain  of  being 
more  or  less  obnoxious  to  a  portion  of  the  inhabitants,  and, 
it  may  be,  of  the  bank's  customers.  A  "-nan  whose  mind  is 
occupied  in  framing  political  speeches,  in  promoting  politi- 
cal schemes,  and  whose  time  is  partially  given  to  political, 
magisterial,  or  othe:"  meetings,  cannot  possibly,  from  the 
exciting  nature  of  such  subjects,  give  that  cool,  deliberate, 
and  uniform  attention  to  the  d'oties  of  the  bank  which 
they  necessarily  require. 

"  The  customers  ought  always  to  be  treated  with  civility 
and  kindness,  their  business  transacted  promptly  and 
cheerfully,  and  every  inquiry  regarding  then*  accounts,  or 
any  matter  of  business,  readily  and  satisfactorily  explained. 
When  an  accommodation  is  to  be  declined,  it  ought  to  be 
done  in  as  polite  and  inoffensive  a  manner  as  possible — the 
manner  of  a  refusal  being  of  paramount  moment  to  the 
character  of  a  manager. 

"  The  shareholders,  being,  in  other  words,  the  proprie- 
tors of  the  bank,  are  to  be  received  with  that  freedom  and 
confidence  which  is  due  to  their  chai'acter  as  such,  but 
without  compromising  or  revealing  to  them  either  the  busi- 
ness and  accounts  of  each  other,  or  of  the  customers  of  the 
bank. 
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"Next  to  being  secret  and  cautious,  a  manager  ought  to 
be  prompt  and  decided  in  all  his  measures,  free  from  party 
influence,  and  firm  in  his  purpose.  A  habit  of  prom]3titude 
and  decision  is  very  essential  to  the  proper  regulation  of 
the  business  of  a  bank,  and  acquired  by  forethought  and 
circumspection.  It  is,  perhaps,  a  constitutional  virtue 
which  cannot  be  enjoyed  by  everyone  in  the  same  degree, 
but  it  is  nevertheless  a  virtue  which  everyone  may  acquire 
by  proper  attention,  l^othing  makes  a  manager  look  more 
silly  and  contemptible  than  a  hesitating,  dubious,  and 
capricious  manner.  His  answer  ought  to  be  promj)t  and 
satisfactory ;  he  should  be  sufiiciently  acquainted  with 
business  to  say,  at  once,  whether  an  act  can  be  done  or  not, 
and  should  appear  free  from  restraint,  and  not  disposed  to 
alter  an  opinion  when  once  formed."  ' 

IV.  In  joint- stock  banks  the  administrative  functions 
are  usually  distributed  between  the  directors  and  the 
manager. 

With  reference  to  both  private  and  joint-stock  banks, 
the  distribution  of  the  administrative  functions  is  a  most 
important  topic  of  inquiry.  By  what  parties  ought  these 
functions  to  be  exercised  ? — We  have  spoken  of  "  the 
banker,"  as  though  a  bank  consisted  of  only  one  person, 
and  this  one  person  administered  all  the  powers  and  func- 
tions of  the  bank.  But  few  banks  consist  of  only  one 
person.  One  class  of  banks  consists  of  two,  three,  four, 
five,  six,  or  more  persons,  some  or  all  of  whom  attend  to 
the  practical  administration  of  the  bank.  Another  class  of 
banks  consists  of  a  great  many,  it  may  be  of  several  hun- 
dred persons,  who  appoint  some  dozen  or  score  of  their  own 
number  to  administer  the  bank  on  their  behalf. 

But  how  many  soever  the  number  of  partners  may  be  in 
a  bank,  the  administrative  functions  are  in  fact  practically 
'  Bell's  "  riiUosophy  of  Juint-stock  Banking."' 
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exercised  hj  a  small  number  of  persons.  A  private  bank 
may  consist  of  as  many  as  six  or  moi*e  partners,  but  it  is 
rarely,  we  believe,  that  so  many  as  six  are  actually  engaged 
in  the  business.  When  more  than  one  are  thus  employed 
their  duties  may  be  distributed  according  to  their  seniority 
or  other  circumstances.  In  ordinary  matters  there  may  be 
a  division  of  labour,  and  each  partner  may  preside  over  a 
distinct  department  of  the  business.  But  in  all  important 
cases  there  is  usually  one  leading  partner  who  practically 
guides  the  others.  When  a  bank  has  risen  speedily  to 
eminence,  it  has  generally  been  through  the  talents  of  some 
one  man.  It  does  not  follow  that  this  one  man  did  not 
receive  great  assistance  from  the  advice  or  suggestions  of 
his  partners.  It  is  the  part  of  a  wise  man  to  avail  himself 
of  the  knowledge  and  wisdom  of  others ;  and  he  will  often 
gather  much  useful  information  from  men  far  below  him- 
self in  general  talents.  There  is,  perhaps,  more  uni- 
formity, consistency,  and  energy  in  the  proceedings  of  a 
bank  managed  by  a  few  partners  than  by  many.  On 
the  other  hand,  banks  have  sometimes  been  ruined  by 
placing  too  much  power  in  the  hands  of  one  or  two  of  the 
partners. 

In  a  joint-stock  bank,  though  the  number  of  directors 
may  be  large,  the  daily  exercise  of  the  administrative 
power  is  practically  in  the  hands  of  a  few  persons.  In 
some  banks  this  power  is  vested  solely  in  the  manager ; 
sometimes  in  one  or  two  managing  directors  ;  sometimes  it 
a  permanent  committee  of  two  directors  and  the  manager  ; 
and  in  other  cases,  in  a  changeable  committee,  on  which 
each  member  of  the  board  takes  his  rota  of  service  for  two 
or  three  weeks  in  succession.  In  all  cases,  however,  the 
board  of  directors  lay  down  the  general  principles  on  which 
the  bank  is  to  be  administered ;  reports  are  made  to  them 
at  their  weekly  meeting  of  the  actual  condition  ol:  the  bank 
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in  all  its  departments,  and  all  very  important  matters  are 
reserred  for  tlieir  special  consideration. 

V.   Some  joint-stock  banks  have  many  brandies. 

When  the  law  existed  in  England  that  no  bank  should 
have  more  than  six  partners,  the  branch  system  scarcely 
existed.  In  some  cases,  a  bank  had  a  branch  or  two  a  few 
miles  distant,  but  no  instance  occurred  of  a  bank  extend- 
ing itself  throughout  a  county  or  a  district.  But  with 
joint-stock  banking  arose  the  branch  system — the  head 
office  was  placed  in  the  county  town,  and  branches  were 
opened  in  the  principal  towns  and  villages  around.  The 
credit  of  the  bank  being  firmly  established,  its  notes  circu- 
lated freely  throughout  the  whole  district.  The  chief  ad 
vantages  of  this  system  are  the  following  : — 

There  is  greater  security  to  the  public.  The  security  of 
the  whole  bank  is  attached  to  the  transactions  of  every 
branch ;  hence  there  is  greater  safety  to  the  public  than 
could  be  afforded  by  a  number  of  separate  private  banks, 
or  even  so  many  independent  joint-stock  banks.  These 
banks  could  have  but  a  small  number  of  partners — the 
paid-up  capital  and  the  private  property  of  the  partners 
must  be  comparatively  small ;  hence  the  holder  of  a  note 
issued  by  one  of  the  independent  joint-stock  banks  could 
have  a  claim  only  on  that  bank  :  but  if  that  bank,  instead 
of  being  independent,  were  a  branch  of  a  large  establish- 
ment, the  holder  of  a  note  would  have  the  security  of  that 
large  establishment ;  hence  the  branch  system  unites  to- 
gether a  greater  number  of  persons,  and  affords  a  more 
ample  guarantee. 

The  branch  system  provides  greater  facilities  for  the 
transmission  of  money.  The  sending  of  money  from  one 
town  to  another  is  greatly  facilitated  if  a  branch  of  the 
same  bank  be  established  in  each  of  those  towns,  for  all  the 
branches  grant  letters  of  credit  upon  each  other.     Other- 
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wise  you  have  to  ask  the  banker  in  the  town  from  which 
tlie  money  is  sent  to  give  you  a  bill  upon  London,  which  is 
transmitted  by  post ;  or  you  request  him  to  advise  his 
London  agent  to  pay  the  money  to  the  London  agent  of 
the  banker  who  resides  in  the  town  to  which  the  money 
is  remitted.  This  takes  up  more  time,  and  is  attended 
with  more  expense.  A  facility  of  transmitting  money 
between  two  places  usually  facilitates  the  trade  between 
those  places. 

The  branch  system  extends  the  benefits  of  banking  to 
small  places  where  independent  banks  could  not  be  sup- 
ported. An  independent  bank  must  have  an  independent 
board  of  directors,  who  in  most  cases  will  be  better  paid — 
the  manager  must  have  a  higher  salary,  because  he  has  a 
heavier  responsibility,  and  a  large  amount  of  cash  must  bo 
kept  unemployed  in  the  till,  because  there  is  no  neigh- 
bouring resource  in  case  of  a  run.  There  must  be  a  paid- 
up  capital,  upon  which  good  dividends  are  expected  ;  a 
large  proportion  of  the  funds  must  be  invested  in  exche- 
quer bills,  or  other  Grovernment  securities,  at  a  low  inte- 
rest, in  order  that  the  bank  may  be  prepared  to  meet 
sudden  calls  ;  and  the  charge  for  agencies  will  also  be 
more.  On  the  other  hand,  a  branch  has  seldom  need  of  a 
board  of  directors,  one  or  two  being  quite  sufl&cient — the 
manager  is  not  so  well  paid :  there  is  no  necessity  for  a 
large  sum  in  the  till,  because  in  case  of  necessity  the 
branch  has  recourse  to  the  head  office,  or  to  the  neighbour- 
ing branches  ;  nor  is  a  large  portion  of  its  funds  invested 
in  Government  securities  that  yield  but  little  interest,  as 
the  head  office  takes  charge  of  this,  and  can  manage  it  at 
a  less  proportional  expense.  Besides,  at  some  branches, 
the  manager  attends  only  on  market  days,  or  once  or  twice 
a  week.  The  business  done  on  those  days  would  not  bear 
the  expense  of  an  inde^^endent  establishment. 
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The  branch  system  provides  tlie  means  of  a  due  distri- 
bution of  capital.  Some  banks  raise  more  capital  tlia-n 
tliey  can  employ,  that  is,  their  notes  and  deposits  amount 
to  more  than  their  loans  and  discounts.  Others  employ 
more  capital  than  they  raise,  that  is,  their  loans  and  dis- 
counts amount  to  moi'e  than  their  notes  and  deposits. 
Banks  that  have  a  surplus  capital  usually  send  it  to  London 
to  be  employed  by  the  bill-brokers.  The  banks  that  want 
capital  must  either  restrict  their  business,  or  send  their 
bills  to  London  to  be  rediscounted.  Now,  if  two  banks, 
one  having  too  much,  and  the  other  too  little  capital,  be 
situated  in  the  same  county,  they  will  have  no  direct  inter- 
course, and  will  consequently  be  of  no  assistance  to  each 
other;  but  if  a  district  bank  be  established,  and  these  two 
banks  become  branches,  then  the  surplus  capital  of  one 
branch  will  be  sent  to  be  employed  at  the  other — thus  the 
whole  wealth  of  the  district  is  employed  within  the  dis- 
trict, and  the  practice  of  rediscounting  bills  in  London  will 
be  i)roportionately  diminished. 

The  branch  system  secures  a  better  system  of  manage- 
ment. The  only  way  to  secure  good  management  is  to 
prevent  the  formation  of  small  banks.  When  banks  are 
large,  the  directors  are  men  of  more  wealth  and  respect- 
ability— they  can  give  large  salaries  to  their  officers,  and 
hence  can  command  first-rate  talent — there  will  be  a  more 
numerous  proprietary ;  and  in  a  large  number  there  will 
be  always  some  active  spirits  who  will  be  watchful  of  the 
conduct  of  the  directors  and  the  manager ;  besides,  in  a 
numerous  proprietary  there  is  a  greater  number  of  persons 
eligible  to  be  directors,  and  consequently  there  is  a  wider 
choice.  In  populous  cities,  such  as  London  or  Manchester, 
a  large  bank  may  be  formed  without  branches ;  but  in 
smaller  places  there  is  no  way  of  forming  a  large  bank  but 
by  giving  it  branches  throughout  the  district.     A  branch 
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bank  in  a  small  to^na.  will  probably  be  better  managed  than 
an  independent  bank  in  the  same  place.  The  directors  and 
manager  of  the  branch  will  be  appointed  by  the  directors 
at  the  head  office,  assisted  by  the  general  manager,  who 
are  very  competent  to  judge  what  qualifications  are  neces- 
sary for  these  offices,  and  who  would  not  be  biased  by 
local  partialities.  But  the  directors  of  the  independent 
bank  would  most  likely  be  self-appointed,  or  chosen  by 
the  proprietors,  because  no  others  could  he  obtained,  and 
these  directors  would  appoint  some  friend  of  their  own  to 
be  manager.  The  manager  of  the  branch,  besides  the 
superintendence  of  the  directors,  which  he  has  in  common 
with  the  manager  of  the  independent  bank,  -will  be  subject 
to  visits  from  the  general  manager  or  the  inspector ;  and 
he  must  send  weekly  statements  of  his  accounts  to  the  head 
office.  The  consciousness  of  responsibility  will  thus  secure 
a  more  anxious  attention  to  his  duties ;  and,  besides,  he 
will  probably  be  looking  forward  for  promotion  to  a  higher 
branch  as  a  reward  for  his  successful  management.  These 
circumstances  seem  to  insui'e  a  higher  degree  of  gooc' 
management  to  the  branch. 

At  the  same  time,  it  must  be  admitted  that  banks  with 
numerous  branches  require  a  proportionate  paid-up  capital, 
and  that  the  capital  be  kept  in  a  disposable  form  ;  it  also 
requires  vigilant  and  constant  inspection,  and  a  rigid 
system  of  discipline. 

A  proportionate  paid-up  capital  is  necessary,  because,  in 
case  of  a  run,  there  are  a  greater  number  of  points  of 
attack  :  hence  the  funds  must  be  divided  to  meet  all  these 
possible  attacks  ;  for  if  one  brancli  be  overpowei  "d.  the 
whole  bank  is  immediately  exposed  to  suspicion. 

Another  danger  arises  from  the  incompetency  or  negli- 
gence of  the  managers  of  branches.  Among  t  uumber  of 
men,  it  is  not  likely  that  all  are  clever,  and  all  ].>rudont ; 
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and  one  case  of  neglect  on  the  part  of  one  manager  may, 
in  times  of  alann,  tlirow  discredit  on  the  whole  establish- 
ment. Besides,  there  is  sometimes  danger  even  from  the 
zeal  of  the  branch  managers.  Each  manager  is  naturally 
anxious  to  increase  the  business  of  his  own  branch  ;  and 
he  will  perhaps  find  that  the  most  easy  way  of  doing  this 
is  to  extend  his  loans  and  discounts.  Hence  each  manager 
tries  to  employ  as  much  capital  as  he  can  ;  and  the  urgent 
remonstrances  he  receives  from  head-quarters,  requiring 
him  to  restrict  his  discounts,  are  either  evaded  or  delayed. 
Thus  the  bank  proceeds  until  some  heavy  demand  for 
money  arises  at  head- quarters,  and  it  is  then  found  that 
all  the  capital  of  the  bank  has  been  absorbed  by  the 
branches.  These  advances  cannot  be  suddenly  recalled, 
and  thus  the  bank  is  ruined. 

What  number  of  branches  a  bank  ought  to  have,  and 
what  distance  they  ought  to  be  from  the  head  office,  have 
been  the  subject  of  much  discussion.  No  general  rules 
can  be  given.  The  subject  may  very  safely  be  left  to  the 
discretion  of  the  banks  themselves.  The  banks  in  Scotland 
have  from  twenty  up  to  one  hundred  and  thirty  branches. 
The  Provincial  Bank  of  Ireland,  and  the  National  Bank, 
whose  head  offices  are  in  London,  have  branches  spread 
all  over  Ireland.  I  am  not  aware  that  in  these  cases  any 
danger  or  inconvenience  has  been  experienced.  When 
branches  are  found  troublesome  or  unprofitable,  they  will 
very  soon  be  discontinued.  In  some  instances,  even  in 
Scotland,  the  branches  of  the  larger  banks  have  been  with- 
drawn, in  consequence  of  being  unable  to  sustain  a  com- 
petition with  the  local  banks  of  the  district. 

Had  the  Act  of  1826  permitted  joint-stock  banks  of 
issue  to  be  established  in  London,  we  should  probably  by 
this  time  have  had  t'm  or  a  dozen  banks  having  their 
head-quarters  in   London,  and  extending   their  branches 
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throughout  the  country.  But  as  the  law  prohibited  joint- 
stock  banks  of  issue  being  established  within  sixty-five 
miles  of  London,  it  necessarily  gave  rise  to  banks  occupy- 
ing particular  districts  in  the  country.  The  advantages 
which  are  alleged  to  belong  to  the  district  system  are  the 
following : — That  the  bank  will  be  better  adapted  to  the 
wants  and  habits  of  the  people — that  a  local  feeling  will 
be  excited  in  its  favour :  hence  the  inhabitants  of  the 
district  will  take  shares,  and  the  occurrence  of  runs  upon 
the  bank  will  be  less  probable — that  a  better  system  of 
management  may  be  expected,  as  it  can  more  easily  be 
governed,  and  will  be  more  under  control— that  a  panic  in 
the  district  will  not  affect  the  other  parts  of  the  country, 
and  hence  supplies  may  be  more  easily  obtained — that 
banks  will  be  of  a  moderate  size,  and  hence  will  be  attended 
with  the  advantages  arising  from  numerous  banks  acting 
as  checks  upon  each  other,  instead  of  a  few  large  banks 
who  may  combine  for  objects  injurious  to  the  nation  ;  and 
that  as  each  bank  will  have  an  agent  in  London,  the  bills 
they  draw  will  thus  have  two  parties  as  securities,  and  the 
public  will  have  a  pledge  that  there  is  no  excessive  issue 
in  the  form  of  kites  or  accommodation  bills.  On  the  other 
hand,  it  may  be  contended,  that  in  Scotland  the  large 
metropolitan  banks,  which  have  branches  extended  through- 
out the  counti'v,  have  generally  been  more  successful  than 
the  provincial  or  district  banks — that  there  is  a  greater 
security  to  the  public  for  the  notes  or  deposits — that  ad- 
vances are  not  so  likely  to  be  made  to  speculative  parties 
merely  on  account  of  their  local  influence — that  the  capital 
raised  in  one  part  of  the  country  can  be  employed  in 
another — that  the  transmission  of  money  from  one  part  of 
the  country  to  another  is  more  rapid  and  direct — that  the 
establishment  of  the  bank  being  on  a  larger  scale,  you 
have  a  superior  class  of  directors,  and  can  demand  the 
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eervices  of  higher  talents  in  those  who  are  employed  as 
officei's. 

It  does  not  appear  that  these  two  systems  are  neces- 
sarily at  variance  with  each  other.  County  or  district 
banks  have  no  doubt  many  advantages,  but  they  do  not 
seem  to  supersede  banks  on  a  larger  scale. 

VI.  Joint- stock  banks  have  half-yearly  meetings  of 
shareholders,  to  whom  is  usually  exhibited  a  balance-sheet 
showing  the  assets  and  liabilities  of  the  bank. 

All  banks  do  not  exhibit  a  balance-sheet.  The  practice 
is  said  to  be  open  to  the  following  objections  : — 

1.  That  it  is  not  a  fair  criterion  by  which  you  can  form 
any  judgment  of  the  real  condition  of  the  bank.  Tou 
might  see  that  the  bank  had  a  certain  amount  of  securities, 
or  had  advanced  a  certain  sum  upon  loans  ;  but  whether 
those  securities  wei'e  available,  or  whether  those  loans 
could  suddenly  be  called  up,  are  points  upon  which  the 
balance-sheet  could  give  no  information. 

2.  It  lays  the  bank  open  to  attacks  from  its  rivals  or 
opponents.  The  balance-sheet  will  show  in  what  way  the 
ftmds  of  the  bank  are  employed,  but  it  will  not  state  the 
reasons  why  they  are  so  employed.  The  opponents  of  the 
bank  may  attack  every  item  of  the  balance-sheet,  and  the 
directors  may  not  be  able  to  repel  those  attacks  without  a 
breach  of  confidence  that  would  be  injurious  to  the  esta- 
blishment. Suppose,  for  instance,  the  balance-sheet 
should  show  that  the  bank  had  advanced  a  few  thousand 
pounds  upon  mortgage.  This  might  be  justly  considered 
as  a  departure  from  the  sound  principles  of  banking ; 
yet  it  might  in  this  case  be  justified  by  some  peculiar 
circumstances,  which,  nevertheless,  the  directors  could  not 
publish  without  serious  injury  to  the  parties  concerned. 
The  production  of  a  balance-sheet  is  advocated  upon  the 
ground  that  it  would  enable  the  shareholders  to  judge  of 
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the  ability  and  prudence  of  the  directors.  But  how  can 
they  do  this  without  knowing  the  reasons  by  which  the 
directors  are  influenced  in  their  decisions  ? 

3.  It  causes  a  great  deal  of  speculation  in  the  shares. 
The  shareholders  and  the  public  would  form  their  opinions 
of  the  bank  from  the  statements  in  the  balance-sheet ; 
and  according  to  those  opinions  the  price  of  the  shares 
would  fluctuate  in  the  market.  Suppose  it  were  seen  that 
the  bank  had  invested  a  large  portion  of  its  funds  in 
Government  securities,  and  it  was  known,  that  during  the 
year  the  price  of  those  securities  had  experienced  a  con- 
siderable fall,  would  not  the  bank  shares  immediately  fall 
too  ?  Again,  suppose  at  the  end  of  a  year  like  1836,  it 
should  appear  that  the  bank  held  a  considerable  amount 
of  overdue  bills,  the  apprehension  of  loss  would  cause  the 
bank  shares  to  fall ;  soon  afterwai'ds  these  bills  might  be 
paid,  and  then  the  shares  would  rise  again. — Thus,  the 
publication  of  balance-sheets  would  keep  the  prices  of 
shares  in  perpetual  fluctuation,  and  furnish  a  most  fruitful 
source  of  speculation  and  gambling. 

4.  It  is  perfectly  inefiicient  as  a  protection  against 
fraud.  The  balance-sheet,  it  seems,  is  to  be  a  check  upon 
the  directors,  and  yet  the  directors  themselves  are  to  pre- 
pare the  balance-sheet.  They  must  be  stupid  knaves 
indeed,  if  they  produce  such  a  balance-sheet  as  shall 
expose  their  own  knavery.  Besides,  the  balance-sheet 
merely  shows  the  state  of  the  bank  on  one  day  in  the 
year.  Would  it  not  be  easy  to  put  the  bank  on  that  day 
in  such  a  condition  as  would  give  satisfaction  to  the 
shareholders  ? 

VII.  At  the  annual,  or  the  half-yearly  meeting,  the  di- 
rectors announce  the  amount  of  the  profits  and  the  mode 
of  their  distribution. 

The  first  appropriation  of  the  profits  is  to  pay  to  the 
shareholders  a  dividend  on  the  capital.    But  all  the  profits 
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are  not  usually  thus  appropriated  ;  a  certain  portion  is 
generally  retained  as  a  rest,  or  surplus  fund,  or,  as  it  is 
Bometimes  called,  a  guarantee  fund.  This  last  title  has  led 
to  an  erroneous  impression  with  regard  to  the  nature  and 
purposes  of  this  fund.  It  is  not  designed  as  a  guarantee 
to  the  depositors  for  the  amount  of  their  deposits — these 
are  guaranteed  by  the  paid-up  capital  and  the  liability  of  the 
shareholders — but  as  a  guarantee  to  the  shareholders  for 
the  uniformity  of  their  dividends.'  Should  the  profits  in 
any  one  year  fall  below  the  sum  necessary  to  pay  the  usual 
dividend,  the  deficiency  may  then  be  taken  from  the  sur- 
plus or  guarantee  fund.  The  amount  of  this  fund,  there- 
fore, will  be  regulated  by  the  amount  of  the  transactions, 
and  the  consequent  danger  of  loss.  But  it  sometimes 
happens  that,  after  paying  a  liberal  dividend,  the  surplus 
fund  accumulates  far  beyond  the  sum  necessary  for  the 
above  purpose.  In  this  case  a  portion  of  the  fund  may  be 
employed  either  in  still  farther  increasing  the  dividend,  or 
it  may  be  distributed  to  the  shai'eholders  in  the  form  of 
bonuses,  or  it  may  be  added  to  the  capital.  The  course  to  be 
adopted  must  depend  upon  circumstances.  When  the  capital 
is  small,  it  will  probably  be  best  to  make  an  addition  from 
the  surplus  fund  ;  but  when  the  capital  is  sufficiently  large, 
the  best  way  will  be  to  give  an  occasional  bonus  to  the 
proprietors.  This  is  usually  better  than  increasing  the 
dividend.  For  if  the  dividend  be  once  increased,  the  same 
rate  of  dividend  will  always  be  expected.  And  it  is  better 
not  to  make  any  advance,  unless  there  is  good  reason  to 
believe  that  the  same  rate  will  always  be  maintained. 

Those  persons  are  under  a  mistake  who  object  to  a 
reserved  or  surplus  fund  on  the  ground  that  it  takes  away 
the  profits  from  the  existing  shareholders,  and  gives  them 
to  the  future  shareholders.  This  is  not  the  fact.  An 
existing  shareholder  who  keeps  his  shares  lantil  the  fund 
'  See  note  on  page  370. 
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iG  m  some  way  distributed,  receives  of  course  his  portion 
of  tlie  fund.  But  an  existing  sliareliolder  wlio  sells  out 
his  shares  before  the  fund  is  distributed  receives  the  value 
of  his  portion  of  the  fund  in  the  price  of  his  shares.  Th.j 
amount  of  the  surplus  fund  will  influence  the  market  valu- 
of  the  shares. 

We  consider  it  of  high  ini]>ortancc  that  a  bank  should 
mainu<i,ln  an  ample  surplus  fuud.  Without  such  a  fund 
the  dividends  will  fluctuate  very  widely,  and  sometimes 
there  may  be  no  dividend  at  all,  even  though  upon  a  series 
of  years  the  bank  may  have  been  very  successful.  Even  if 
it  is  known  that  a  bank  has  met  with  losses,  its  credit  is 
not  so  much  affected  when  it  has  an  ample  resei*ved  fund 
to  fall  back  upon.  And  besides  the  ordinary  losses  in  the 
way  of  business,  a  bank  will  sometimes,  in  a  season  of 
pressure,  be  called  upon  to  sustain  loss  by  the  realization 
of  securities  ;  and  it  is  very  convenient  to  have  a  surplus 
fund  sufficiently  ample  to  bear  all  these  contingencies. 
Such  a  fund  too  has  a  moral  effect  in  strengthening  the 
reputation  of  the  bank  in  public  estimation.  It  is  re- 
garded as  an  indication  that  its  affairs  are  governed  by  a 
wise  and  prudent  administr  ition. 

It  will  assist  us  in  forming  a  correct  judgment  as  to  the 
principles  on  which  joint-stock  Imnks  ought  to  be  adminis- 
tered, if  we  take  a  view  of  those  banks  that  have  fallen, 
and  notice  the  causes  to  which  their  failure  may  be  assigned. 
In  investigating  these  causes,  we  shall  find  that  the  dis- 
asters which  have  befallen  joint-stock  banks  have  ai'isen 
not  from  any  unsoundness  in  the  principles  of  joint-stock 
banking,  but  purely  from  mal-administration.  It  was 
predicted  by  their  opponents  that  they  would  be  ruined 
by  the  excessive  issue  of  their  notes ;  but  the  banks  that 
have  failed  have  been  chiefly  those  that  did  not  issue  notes. 
It  was  stated  they  would  be  rumed  by  cai-rying  on  an  ex- 
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tensive  business  with  a  small  capital ;  but  among  the  banks 
that  have  stopped  have  been  some  of  the  largest  capital. 
It  was  supposed  they  would  be  ruined  by  unprincipled 
men  getting  to  be  directors,  who,  having  no  property  of 
their  own,  would  care  little  about  squandering  the  pro- 
perty of  others.  But  the  fallen  banks  are  chiefly  those 
which  were  governed  by  honourable  men ;  and  the  greatest 
sufferers  have  been  the  directors.  Nor  can  it  be  said  that 
the  joint-stock  banks  have  made  their  losses  by  engaging 
in  speculations  unconnected  with  banking.  Private  bankers 
have  done  so.  But  joint- stock  banks  are  confined  by 
their  deeds  of  settlement  to  the  business  of  banking.  Nor 
has  it  appeared — except,  perhaps,  in  the  Isle  of  Man  Bank 
— that  they  have  violated  their  deeds  in  this  respect. 
To  what,  then,  must  we  ascribe  the  failure  of  so  many 
joint-stock  banks  ?  We  reply,  To  mal-administration  ;  or, 
in  other  words,  to  bad  management.  And  this  leads  us 
to  inquire,  In  what  way  has  this  mal-administration  been 
exemplified  ?  What  are  those  erroneous  principles  that 
have  led  to  these  fatal  results  ?  Without  attempting  to 
enumerate  them  all,  we  will  endeavour  to  specify  a  few  of 
the  most  prominent. 

I.  Taking  the  unsound  business  of  other  banks. 

One  cause  of  the  rapid  extension  of  joint-stock  banks  in 
1836,  was  the  "  merging  "  of  numerous  private  banks.  It 
appears  that  138  private  banking  establishments  merged 
in  joint-stock  banks.  Some  of  the  private  banks  sold 
their  business  after  the  joint-stock  banks  had  come  into 
operation.  Others  formed  a  joint- stock  bank  upon  the 
private  bank,  the  senior  partner  often  becoming  a  director, 
and  the  junior  partner  the  manager,  of  the  new  bank. 

In  by  far  the  majority  of  cases, these  unions,  or  "  merges," 
were  advantageous  to  both  parties.  The  private  bankers 
obtained  the  value  of  the  business  they  had  surrendered, 
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and  an  interest  in  the  future  prosperity  of  the  bank  they 
had  joined.  On  the  other  hand,  the  new  joint-stock  bank 
acquired  a  business  already  formed,  and  also  obtained  the 
advantage  of  the  practical  knowledge  and  superintendence 
of  experienced  bankers. 

But  in  some  instances  the  bargain  was  a  disastrous  one 
for  the  joint-stock  bank.  The  bad  and  overdrawn  accounts 
were  taken  without  due  examination,  and  soon  afterwards 
occasioned  considerable  loss.  The  loss  of  the  purchase- 
money  was  generally  by  far  the  smaller  loss  of  the  two. 
A  joint-stock  bank  in  the  west  of  England  purchased  a 
private  bank  in  a  country  town  for  a  large  sum,  and  took 
the  overdrawn  accounts  without  a  guarantee.  These  ac- 
counts were  considered  good  at  the  time,  but  a  few  years 
afterwards  the  parties  failed,  and  the  joint-stock  bank  lost 
considerably.  A  joint-stock  bank  gave  to  the  Northern 
and  Central  Bank  the  sum  of  <£6,500  for  their  business  at 
Leeds,  after  they  had  stopped.  The  accounts  they  took 
over  were  afterwards  the  occasion  of  great  loss.  The  Isle 
of  Wight  Joint-stock  Bank  was  formed  upon  a  private  bank, 
but  a  few  months  only  had  elapsed  when  they  found  they 
were  insolvent  from  the  losses  that  would  arise  from  the 
bad  accounts  they  had  accepted.  They  immediately  deter- 
mined to  wind  up,  and  transfer  their  business  to  the  National 
Provincial  Bank  of  England.  Other  instances  might  bo 
adduced  of  joint-stock  banks  having  been  founded  on 
private  banks  which  are  now  supposed  to  have  been,  at  the 
cinie,  in  a  state  of  insolvency. 

II.  Some  banks  have  sustained  losses  by  making  ad- 
vances on  dead  security. 

Instead  of  the  word  "  some,"  we  think  we  might  use  the 
word  "  all."  For  among  the  banks  that  have  failed  we 
doubt  if  we  could  find  one  that  had  not  sinned  in  this  re- 
spect.  But  the  greatest  sinners  were  those  banks  that  were 
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established  in  places  of  the  gfreatest  trade.  All  the  banks 
at  Newcastle  advanced  money  on  collieries,  and  also  on 
other  public  works.  The  banks  of  Manchester  made  ad- 
vances on  mills  and  manufactories,  as  did  also  some  of  the 
banks  at  Leeds.  These  advances  were  attended  with 
several  evil  effects.  In  the  first  place,  there  was  a  lock-up 
of  capital,  which  restrained  the  operations  of  the  bank. 
To  relieve  themselves  from  this  restriction,  they  took  bills 
for  their  loans,  and  rediscounted  them  in  the  London 
money  mai'ket.  The  facilities  thus  obtained  induced  them 
to  extend  this  system  of  advance.  Bills  were  perpetually 
renewed,  and  perpetually  rediscounted.  At  last  a  pressure 
came,  and  the  renewed  bills  could  not  be  rediscovmted. 
The  bank  could  not  take  up  the  old  bills  that  were  re- 
turned, and  consequently  stopped  payment.  Sometimes, 
too,  the  bank  tried  to  relieve  itself  from  this  pressure  by 
increasing  its  drafts  on  its  London  agent.  It  was  for  a 
long  time  the  practice  in  Lancashire  to  pay  for  cotton  with 
a  three  months'  banker's  bill.  Banks  in  difiiculties  availed 
themselves  of  this  practice  to  make  all  their  advances  by 
drafts  on  London,  instead  of  cash.  The  Bank  of  Manchester 
had  at  one  time  an  enormous  circulation  of  this  kind. 

Another  effect  was  that,  however  good  the  security 
might  be  at  the  time  the  advance  was  made,  when  a  change 
took  place  in  the  state  of  trade,  its  value  fell  much  below 
the  amount  of  the  advance,  and  in  some  cases  it  could  not 
be  sold  at  any  price.  But  the  evil  did  not  stop  here.  As 
the  property  given  as  security  would  have  been  worth  no- 
thing if  not  worked,  the  bank  was  induced  to  make  farther 
advances,  to  carry  on  the  works  on  their  own  account.  A 
colliery,  if  not  kept  in  opei^ation,  soon  gets  out  of  order  ; 
and  it  will  then  require  a  considerable  sum  to  set  it  at 
work  again.  Hence  some  of  the  collieries  at  Newcastle 
were  worked  by  the  banks ;  and  mills  in  the  neighbour- 
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hood  of  Mancliester  were  earned  on  in  the  same  way.  The 
plan,  however,  does  not  often  succeed.  It  is  generally 
throwing  good  money  after  bad.  The  ultimate  loss  is 
usually  increased.  We  may  just  observe  in  passing,  that 
the  banks  in  the  East  Indies  get  involved  in  the  same 
way,  through  making  advances  on  indigo  works.  These 
works  are  of  no  value  except  when  kept  in  operation  ;  and 
hence  it  has  occurred  that  a  bank  which  has  made  an  ad- 
vance, is  compelled  to  carry  on  the  works  to  keep  up  the 
value  of  its  security.  To  show  that  a  bank  governed  by 
the  strictest  rules  may  sometimes  be  drawn  into  transac- 
tions of  this  kind,  it  may  be  observed  that  an  iron  concern 
in  Wales  was  said  to  have  been  caiTied  on  by  the  Bank  of 
England.  It  belonged  to  the  Governor  and  Company  of 
the  Mines  Royal.  The  bank  made  an  advance  on  mort- 
gage to  this  corporation  during  the  pressure  of  1847,  and 
took  the  profits  of  the  works.  Some  joint-stock  banks 
have  made  advances  upon  buildings.  This  has  occurred 
chiefly  in  places  where  there  has  been  an  increasing  popu- 
lation. A  few  years  ago  a  joint-stock  bank  in  a  town  of 
fashionable  resort  advanced  large  sums  to  builders  upon  the 
security  of  the  houses  they  were  erecting.  The  houses  did 
not  let — they  could  not  be  sold  for  anything  like  the  cost 
price — the  builders  were  ruined — and  the  loss  fell  upon 
the  bank.  The  bank  had  recourse  to  the  expedient  of 
rediscounting  the  builder's  bills ;  but  after  a  while  it  was 
compelled  to  stop  payment.  In  agricultural  districts  banks 
have  sometimes  made  considerable  advances  to  farmers 
and  graziers.  Indeed,  it  is  almost  a  universal  practice 
to  do  so  at  some  seasons  of  the  year.  These  advances 
are  not  individually  of  large  amount,  and  are  not  usually 
attended  with  much  loss — not  with  anything  like  the  losses 
incurred  by  advances  on  collieries,  mills,  and  houses. 
But  it.  is  a  lock-up  of  capital  until  the  year  comes  round 
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III.  Some  banks  have  lost  large  amounts  through  ad- 
vances made  by  way  of  loan  or  discounts  to  men  engaged 
m  speculative  undertakings. 

Two  of  the  banks  that  stopped  at  Newcastle-upon-Tyne 
sustained  great  losses  through  advances  to  corn-merchants. 
Speculations  in  corn  are  usually  carried  on  more  by  bills 
than  by  loan.  A  merchant  buys  a  quantity  of  corn,  and 
places  it  in  the  hands  of  a  factor,  and  draws  bills  for  some- 
thing under  the  market  value,  leaving  the  factor  a  margin 
to  guard  against  loss.  He  gets  these  bills  discounted, 
buys  more  corn,  which  he  also  places  in  the  hands  of  his 
factor,  and  then  draws  fresh  bills.  This  second  batch  of 
bills  he  also  gets  discounted,  and  buys  more  corn ;  and 
thus  he  goes  on  in  the  same  course.  Now  if  he  thinks  the 
market  will  rise  (as  all  speculators  do),  he  will  not  allow 
his  factor  to  sell  the  corn ;  but  when  the  first  bills  fall  due 
he  will  renew  them,  and  with  the  produce  of  the  new  bills, 
when  discounted,  he  will  pay  the  old  ones.  It  is  thus  that 
a  large  speculation  may  be  carried  on  with  a  small  amount 
of  capital  (and  that  may  be  borrowed  from  the  bank),  and 
all  the  speculation  is  kept  afloat  by  bills.  These  bills  are 
always  for  large  amounts,  and  when  the  parties  fail  the 
losses  are  usually  heavy.  The  failures  in  the  corn  trade 
in  1847  fell  heavily  on  the  banking  and  monied  interests. 
It  was  the  stoppage  of  Messrs.  Lesley,  Alexander,  and  Co., 
the  corn-factors,  that  caused  the  stoppage  of  Messrs.  San- 
derson and  Co.,  the  bill-brokers. 

Wool  is  another  "  heavy  article,"  as  it  is  called  ;  that  is, 
it  costs  a  great  deal  of  money,  and  the  bills  are  usually  for 
large  amounts.  Occasionally  there  is  much  speculation  in 
this  article. 

Builders  are  generally  a  speculative  class.  Banks  that 
advance  money  to  parties  engaged  in  this  trade  have 
usually  to  take  possession  of  the   buildings.     We  have 
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already  noticed  an  instance  of  this  in  the  conduct  of  a  joint- 
stock  bank. 

People  who  speculate  in  railway  and  other  companies  are 
dangerous  customers  to  a  hank. 

It  may  be  remarked,  that  it  is  generally  bad  policy  in  a 
bank  to  make  a  very  large  permanent  advance  to  any  one 
customer.  The  word  "  large  "  is  a  relative  term,  and  must 
be  understood  with  reference  to  the  extent  of  business  that 
the  customer  is  can*ying  on,  and  to  the  means  of  the  bank. 
It  is  not  the  business  of  bankers  to  supply  their  customers 
with  capital  to  carry  on  their  trade.  But  it  is  their  busi- 
ness to  make  temporary  advances,  and  these  advances  may 
sometimes  be  large.  In  such  cases,  the  banker  should  have 
a  kind  of  security,  that  shall  not  only  secure  the  debt,  but 
shall  prevent  its  becoming  permanent.  Almost  every  bank 
that  has  failed  can  point  to  some  one,  two,  or  three  large 
accoTints,  to  which  it  mainly  ascribes  its  failure. 

But  the  worst  form  of  illegitimate  advance  is  that  which 
is  made  by  a  bank  to  one  of  its  own  directors. 

A  bank  that  is  known  to  act  imprudently  in  making  large 
advances  will  occasion  a  suspicion  that  its  smaller  advances 
are  made  with,  at  least,  equal  imprudence.  A  large  num- 
ber of  imprudent  small  transactions  may  be  as  fatal  to  a 
bank  as  a  smaller  number  of  a  larger  amount.  A  sum 
which  appears  small  as  a  loan  will  appear  large  as  a  loss. 
A  manager  who  accustoms  himself  to  examine  all  the  cir- 
cumstances connected  with  the  small  bills  he  discounts, 
will  acquire  a  habit  of  investigation  that  will  guide  him 
with  safety  in  dealing  with  large  transactions.  But  if  he 
get  into  a  laxity  of  manner  in  regard  to  small  amounts,  he 
will  ultimately  deal  less  carefully  with  large  sums,  and  be 
in  danger  of  making  great  losses.  In  every  case  the  rules 
of  sound  banking  should  be  strictly  applied. 

IV    Some  banks  have  become  involved  in    difficulties 
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through  a,  general  want  of  system  and  discipline  in  con- 
ducting its  affairs.  This  laxity  usually  shows  itself  in  two 
ways — the  absence  of  a  good  system  of  book-keeping,  and 
the  want  of  a  proper  control  over  its  branches. 

We  could  not  adduce  a  more  striking  illustration  of  this 
observation  than  has  been  furnished  in  the  histoiy  of  the 
Agricultural  and  Commercial  Bank  of  Ireland,  as  related 
before  a  Committee  of  the  House  of  Commons  in  the  year 
1837.  The  following  are  extracts  from  this  evidence: — 
"  The  books  at  the  head  office  had  not  been  posted  for  four 
months.  There  were  no  stock  books,  showing  the  amount 
each  shareholder  had  paid  on  his  share.  There  were  no 
books  showing  the  amount  of  the  circulation."  An  auditor 
states  : — "  They  showed  us  no  general  account — their 
books  were  in  a  perfect  chaos.  They  had  no  account  at 
the  head  office  by  which  they  could  check  any  transaction 
at  the  branches.  Bills  were  sent  away  to  be  rediscounted 
without  any  entry  of  them  being  made  in  the  bank  books. 
At  the  bi'anches  there  was  no  regular  system  of  accounts. 
At  no  one  branch  was  there  a  system  of  accounts  that 
formed  an  adequate  check  upon  the  amount  of  notes  in 
circulation.  From  one  branch  we  were  told  that  i-eturns 
had  not  been  made  to  the  head  office  for  fourteen  months, 
and  from  another  for  six  weeks,  and  there  was  no  question 
about  it  from  the  head  office." 

We  will  not  intimate  that  anything  like  this  has  ever 
existed  in  a  joint-stock  bank  in  England.  We  never  heard 
that  any  one  has  had  any  difficulty  in  making  out  a  state- 
ment of  its  affairs.  With  some  banks,  however,  there  has 
been  a  laxity  in  regard  to  the  government  of  their  branches. 
The  system  of  inspection  was  not  well  understood — the 
returns  from  the  branch  were  not  so  ample  as  they  should 
have  been — and  the  orders  of  the  head  office  were  not 
rigorously   enforced.     We  could   mention  the   names  of 
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several  fallen  banks  that  lost  very  considerably  by  their 
branches.  In  some  cases  the  banks  had  opened  branches 
in  towns  that  required  an  amount  of  capital  dispropor- 
tionate to  the  means  of  the  bank,  and  their  administration 
had  been  entrusted  to  jjarties  who  had  neither  banking  nor 
local  knowledge. 

A  good  system  of  book-keeping  cannot  be  too  highly 
valued.  Its  object  is  not  merely  to  secure  accuracy  of 
accounts  between  the  bank  and  its  customers.  A  farther 
object  is  to  classify  and  arrange  all  the  transactions  in 
such  a  way  as  easily  to  produce  a  weekly  balance-sheet, 
showing  the  actual  condition  of  the  bank.  Nor  must  it  be 
supposed  that  such  abstracts  or  balance-sheets  are  intended 
merely  for  the  use  of  the  directors.  They  are  of  the 
utmost  use  to  the  manager,  and  should  be  the  subject  of 
his  constant  study.  A  manager  who,  day  after  day,  attends 
only  to  individual  transactions,  and  that,  too,  possibly  in 
a  state  of  mental  excitement,  may  involve  his  bank  in  diffi- 
culty, even  though  each  transaction  may,  upon  its  own 
ground,  be  perfectly  justifiable,  unless  he  attends  to  those 
summaries  and  classifications  of  his  transactions  which  are 
presented  in  the  weekly  balance-sheet.  He  will  there  see 
on  one  side  the  means  of  the  bank,  and  on  the  other  the 
way  in  which  his  funds  are  employed.  He  will  notice  if 
his  loans,  or  over-drawn  accounts,  or  past-due  bills,  are 
unduly  increased.  If  a  good  system  of  book-keeping  does 
not  prevent  a  manager  from  going  wrong,  it  will  prevent 
his  going  wrong  without  knowing  it.  If  he  act  imwisely, 
his  balance-sheet  will  stare  him  in  the  face  and  remind  him 
of  his  faults. 

It  is  a  great  defect  not  to  take  an  accurate  estimate  of 
the  losses  every  half-year  before  striking  the  balance  of 
profit  and  loss.  It  is  clear  that  common  sense  and  com- 
mon honesty  require  that  the  loss  should  be  taken  into 
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account  as  well  as  the  profit.  Yet  some  of  the  banks  that 
failed  vrent  on,  year  after  year,  exhibiting  a  balance-sheet 
to  their  shareholders  showing  a  respectable  profit,  which 
enabled  the  directors  to  declare  a  fair  dividend,  and  to 
make  an  addition  to  the  reserved  fund.  While  the  annual 
balance-sheets  thus  showed  a  steady  increase  of  profit,  the 
bad  debts  had  actually  eaten  up  the  whole  of  the  capital. 

Another  defect  is,  not  to  have  an  account  in  the  general 
ledger  showing  the  amount  of  bills  reissued  or  redis- 
counted.  The  amount  of  these  bills  not  due  should  appear 
on  both  sides  of  the  account — on  one  side  as  a  liability,  and 
on  the  other  as  an  asset.  Tor  want  of  doing  so,  some 
banks  have  not  been  able  to  ascertain  easily  what  amount 
of  bills  they  have  under  rediscount.  But  it  is  important 
to  know  this.  For  it  may  be  expected  that,  during  a 
season  of  px*essure,  no  small  portion  of  these  bills  will  be 
returned  unpaid,  and  the  bank  must  find  funds  to  take  up 
its  endorsements.  If  they  fail  to  do  this,  it  amounts  to  a 
stoppage  of  payment.  In  fact,  the  amount  of  such  bills 
suddenly  returned  has  in  some  cases  been  the  immediate 
cause  of  a  bank  stopping  payment. 

We  have  no  horror  of  numerous  branches.  When  we  see 
that  the  largest  and  most  prosperous  banks  have  each  a 
large  number  of  branches,  we  are  led  to  believe  that 
branches  are  not  attended  with  any  dangers  which  cannot 
be  overcome  by  wise  administration.  At  the  same  time, 
we  are  ready  to  admit  that  numerous  branches  require  a 
peculiar  mode  of  government,  and  a  rigid  system  of  dis- 
cipline. The  chief  officer  of  such  a  bank  should  be  a  good 
banker,  and  something  more.  He  must  be  a  good 
administrator ;  that  is,  skilled  in  the  administrative  de- 
partment of  good  government. 

In  the  first  place,  each  branch  must  have  a  good  system 
of  Ijook-keeping,  and  the  system  must  be  uniform  at  every 


432  THE   HISTORY,    PRINCIPLES,    AND 

brancli.  Secondly,  Care  should  be  taken  to  appoint  efficient 
officers.  Thirdly,  A  code  of  laws  should  he  drawn  up,  and 
the  branch  manager  should  be  distinctly  informed  as  to  the 
extent  to  which  he  may  exercise  his  discretion,  and  what 
cases  must  be  referred  for  the  consideration  of  the  direc- 
tors. Fourthly,  Weekly  returns  must  be  made  to  the 
head  office  of  all  the  transactions,  and  a  half-yearly 
balance-sheet,  attended  with  full  supplementary  details. 
Fifthly,  Special  reports  should  be  occasionally  required, 
as  special  circumstances  mtty  occur,  either  with  reference 
to  the  branches  generally,  or  with  reference  to  a  branch  in- 
dividually. Sixthly,  An  inspector  should  be  appointed  for 
the  purpose  of  visiting  the  branches.  His  duties  will  be 
to  explain  the  instructions  of  the  directors,  and  to  see  that 
they  are  properly  observed — to  maintain  a  uniform  system 
of  transacting  business  at  all  the  branches — to  instruct  the 
officers  of  the  branch  in  their  duties  when  necessary,  and 
to  communicate  the  knowledge  he  has  acquired  in  visiting 
the  other  branches — to  answer  any  difficult  or  knotty 
questions  that  may  be  proposed  to  him  by  the  manager, 
and  to  consult  with  the  manager  as  to  the  best  means  of 
promoting  the  interests  of  the  branch — to  observe  the 
talents  and  capabilities  of  the  several  officers,  and  to  re- 
commend for  promotion  any  who  seem  to  have  qualities 
that  might  be  usefully  employed  in  a  higher  department 
in  the  bank.  In  large  banks  there  are  usually  several 
inspectors. 

Branches  should  always  be  kept  in  strict  subordination 
to  the  head  office.  Prompt  obedience  to  orders  is  a  duty 
that  must  be  rigidly  enforced.  The  chairman  of  the 
Northern  and  Central  Bank  stated  to  the  Parliamentary 
Committee,  that  at  some  of  the  branches  where  the 
heaviest  losses  had  occurred,  the  managers  had  not  obeyed 
the  orders  they  had  received  from  the  directors.     Similar 
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accusations  were  made  against  some  of  the  branch  mana- 
gers of  the  Commercial  Bank  of  England.  It  is  quite  im- 
possible for  any  bank  to  De  wel  I  administered  as  a  whole, 
if  every  branch  is  allowed  to  exercise  an  independent 
authority.  Upon  this  ground  some  parties  object  alto- 
gether to  the  appointment  of  local  directors  at  the  branches. 
A  local  board,  consisting  of  the  branch  directors  and  the 
manager,  are  more  likely  than  the  manager  alone  to  assume 
independent  authority — to  postpone  carrying  out  the  direc- 
tions they  may  receive  from  head- quarters — and  to  take 
upon  themselves  the  responsibility  of  acting  somewhat  at 
variance  with  the  strict  letter  of  their  instructions.  And 
although  local  directors  may  sometimes  be  useful  in  ex- 
tending the  connections  of  the  bank,  or  in  aiding  the 
managers  with  information  or  advice,  yet,  for  the  above  or 
other  reasons,  they  are  now  in  England  but  very  seldom 
appointed.  The  branch  is  under  the  sole  care  of  a  manager. 
The  general  manager  of  the  bank  is  not  merely  the 
manager  of  the  head  office,  but  has  authority  also  over  all 
the  branches.  Whenever  necessary  or  expedient,  he  issues 
circular  letters  of  instruction  to  the  branch  managers, 
and  these  instructions  the  branch  managers  are  expected 
to  obey. 

V.  Some  banks  have  been  unfortunate  in  consequence  of 
having  made  no  provision  to  meet  contingencies. 

This  class  of  banks  has  not  fallen  into  any  of  the  prac- 
tices that  we  have  enumerated.  They  have  not,  on  the 
whole,  been  badly  managed,  but  they  have  traded  to  the 
full  amount  of  their  means,  and  have  kept  no  reserve, 
either  in  Government  stock,  exchequer  bills,  or  bills  of 
exchange,  to  meet  those  contingencies  to  which  all  banks 
are  liable.  One  bank  of  this  class  had,  during  the  railway 
speculation,  received  from  some  of  these  companies  a  large 
amount   of   deposits.     A  portion  of  these  deposits   was 
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lodged,  as  its  agent,  with  another  bank.  That  bank 
stojiped.  This  bank  was,  consequently,  unable  to  pay 
back  the  deposits  to  the  railway  companies.  From  this 
circumstance,  and  the  kno'mi  connection  between  the  two 
banks  having  damaged  its  credit,  it  also  was  compelled  to 
stop  payment.  Another  bank  had  but  a  small  capital, 
but  for  a  number  of  years  it  was  exceedingly  well  managed. 
In  1847  it  had  discounted,  and  again  re-discounted,  a  large 
amount  of  bills  on  a  first-rate  London  house  that  failed. 
The  London  house  afterwards  paid  20s.  in  the  pound. 
But  the  directors  concluded  from  this  circumstance,  that  a 
bank  with  a  small  capital  was  not  in  a  condition  to  bear 
a  large  loss,  and  they  resolved  to  wind  up  the  concern. 
After  feustaining  the  losses  and  expenses  of  winding  up 
(and  in  such  a  case  some  losses  necessarily  occur),  the 
bank  realized  nearly  the  whole  of  its  paid-up  capital.  We 
doubt  not  that  some  of  the  other  banks  that  have  wound 
up  their  affairs  have  done  so  from  causes  similar  to  those 
we  have  described. 

We  consider  that  this  head  of  our  inquiry  is  not  less  in- 
structive than  the  four  by  which  it  was  preceded.  They 
will  teach  us  the  vices  we  ought  to  avoid — this  will  teach 
us  the  virtues  we  ought  to  cvdtivate.  The  lessons  we  here 
gather  are,  that  we  ought  not  only  to  avoid  all  mismanage- 
ment, but  we  ought  also  to  provide  for  those  contingencies 
to  which,  even  with  good  management,  we  are  exposed. 
We  ought  to  raise  our  capital  in  proportion  to  our  business, 
or  else  keep  down  our  business  to  a  level  with  our  capital 
— we  ought  to  have  a  surplus  fund  adequate  to  meet  any 
imf  oreseen  loss — we  ought  to  have  a  resei^ve  of  convertible 
securities  ready  to  meet  contingent  evils ;  and,  finally,  we 
ought  always  to  keep  oiir  bank  in  such  a  condition  that, 
even  if  not  successful,  we  shall  still  be  in  a  condition  to 
wind  up  our  affairs  without  inconvenience  to  the  public. 
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VI.  We  may  observe,  that  these  erroneous  principles  of 
administration  have  sometimes  been  the  result  of  a  defect 
in  the  constitution  of  the  bank — of  the  appointment  of  in- 
competent persons — or  of  an  unwise  distribution  of  the 
administrative  functions. 

Joint- stock  banking  did  not  grow  up  gradually  in  Eng- 
land as  in  Scotland.  On  the  introduction  of  this  system 
into  England,  the  directors  were  necessarily  unacquainted 
with  the  practical  operations  of  banking.^  For  all  the 
practice  and  experience  were  confined  to  the  private 
bankers,  whom  the  new  system  was  intended  to  subvert. 
In  some  places  there  was  a  prejudice  against  directors  who 
were  in  business.  Hence  officers  in  the  army,  barristers, 
solicitors,  medical  men,  retired  tradesmen,  and  country 
gentlemen,  were  considered  as  the  most  eligible  directors. 
These  boards  of  directors,  all  of  whom  were  unacquainted 
with  banking,  and  some  of  whom  were  destitute  of  business 
habits,  had  to  encounter  difficulties  which  would  have  tried 
the  most  experienced  bankers. 

The  want  of  experience  in  a  board  of  directors  did  not, 
however,  produce  any  dangerous  consequences  when  they 
appointed  an  efficient  manager.  He  prudently  advised  and 
instructed  them.  They  gradually  increased  their  know- 
ledge, adopted  his  principles,  and  were  guided  by  his 
counsels.  By  their  daily  intercourse  with  him,  by  their 
own  reflections,  by  the  direction  given  to  their  thoughts, 
and  by  the  experience  they  acquired,  they  became  in  a  few 

^  The  Chairman  of  the  Northern  and  Central  Bank  gave  the  following 
answers  to  a  Committee  of  the  House  of  Commons : — 

"  Is  there  any  one  of  your  colleagues  in  the  direction  of  the  bank  that 
had  previous  experience  in  banking  business  ? — I  do  not  tliink  there 
was  one. 

"  Had  any  of  the  directors  of  the  joint-stock  banks  about  you  previous 
banking  experience  ? — I  do  not  recollect  one." — Committee  on  Joint-Stock 
Banks.  1837. 
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years  as  conversant  with  their  duties  as  the  manager  him- 
self. We  believe  this  was  almost  uniformly  the  case  with 
those  joint-stock  banks  that  were  formed  within  five  or 
six  years  after  they  were  allowed  to  be  established  in 
England. 

But,  after  joint- stock  banks  were  started  as  matters  of 
speculation,  they  increased  more  rapidly  than  efficient 
managers  could  be  found.  The  new  banks  naturally 
enough  looked  to  Scotland.  But  the  Scotch  banks  had  the 
sagacity  to  raise  the  salaries  of  their  principal  officers,  to 
prevent  their  emigration  to  England.  In  some  cases,  those 
Scotchmen  who  were  appointed  managers  of  English  banks 
had  never  held  office  in  a  bank  before,  or  else  it  was  an  office 
so  inferior  that  all  they  knew  about  banking  was  merely 
the  routine  of  the  office.  Wherever  efficient  managers 
were  appointed,  whether  English  or  Scotch,  the  same  effects 
were  j^roduced  as  in  the  former  cases.  The  inexperienced 
directors  acquired  the  knowledge  and  experience  necessary 
to  the  discharge  of  their  duties,  and  the  banks  prospered. 
But  sometimes  the  case  was  reversed.  The  manager  Avas 
inefficient,  and  the  directors  inexperienced,  and  thon  the 
effects  were  disastrous. 

In  some  cases  the  manager  laboured  under  an  incon- 
venience from  being  taken  from  a  lower  social  position. 
Not  a  few  of  the  managers  were  previously  bankers'  clerks  ; 
and  the  appointment  to  the  office  of  bank  manager  did 
not,  in  England  (as  it  does  in  Scotland  and  in  Ireland), 
raise  him  to  the  same  social  position  as  a  banker.  This 
was  injurious  to  the  bank  in  several  ways.  It  lessened 
his  influence  with  his  directors.  From  the  days  of  Solomon 
to  the  present  time,  the  degi'ee  of  deference  paid  to  even 
good  advice  has  depended  upon  the  social  rank  of  the 
paity  who  offered  it :  "  Wisdom  is  better  than  strength  ; 
uevei'theless  the  poor  man's  wisdom  is  despised,  and  liis 
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words  are  not  heard."  ^  The  public,  too,  had  Deen  so 
long  accustomed  to  private  banking,  that,  seeing  the 
manager  paid  by  a  salai-y,  they  could  not  bring  their  minds 
to  view  him  as  the  banker,  but  considered  him  as  holding 
an  office  analogous  to  that  of  chief  clerk  in  a  private  bank. 
It  may  be  feared,  that  in  some  banks  the  directors  took 
the  same  view,  and  thought  that  the  influence  and  the 
salaries  of  the  two  offices  ought  to  correspond.  These 
impressions  have  now  passed  away. 

In  some  cases  the  manager  was  superseded  in  his 
functions  by  the  appointment  of  managing  directors. 
The  manager  was  a  man  of  banking  knowledge  and  ex- 
perience, but  he  had  placed  over  him  a  couple  of  managing 
directors,  who  had  neither  knowledge  nor  experience. 
Consequently,  his  voice  was  never  heard  in  the  board- 
room, and,  with  the  name  of  manager,  he  acted  only  in 
the  capacity  of  a  chief  clerk.  The  manager  was  thus 
deprived  of  the  opportunity  of  discharging  the  most  im- 
portant of  his  functions — that  of  giving  advice  to  the 
directors — and  was  required  to  confine  his  attention  to 
the  more  easy  duty  of  obedience. 

In  other  cases  the  managing  directors  and  the  manager 
formed  a  secret  committee,  who  alone  were  acquainted 
with  the  actual  condition  of  the  bank.  The  directors  of 
the  Bank  of  Manchester  stated,  in  their  first  report,  that 
"  two  of  their  body,  who  are  out  of  business,  alone  have 
access  to  the  accounts,  and  are  authorized  to  advise  with 
the  manager,  when  requisite,  on  the  current  transactions 
of  the  bank.  At  the  same  time,  each  of  the  other  directors 
engaged,  individually,  to  refrain  entirely  froia  inspecting 
any  of  the  customers'  bills  or  accounts ;  thus  combining 
all  the  secrecy  of  a  private  bank  with  the  advantages  of  a 
public  institution."  The  Bank  of  Manchester  had  at  that 
'  Eccles.  viii.  16. 
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time  the  largest  paid-up  capital  of  any  joint-stock  bank  in 
England.  Three  of  its  directors  were  examined  before 
the  bank  Charter  Committee,  in  the  year  1832,  they  pre- 
sented to  the  committee  a  list  of  twenty-three  joint-stock 
banks  then  formed,  and  strongly  urged  that  measures 
should  be  adopted  to  require  from  them  an  adequate 
amount  of  paid-up  capital.  It  is  somewhat  remarkable 
that,  out  of  these  twenty-three  banks,  the  only  one  that 
has  stopped  payment  is  the  Bank  of  Manchester.  Another 
has  ceased  to  exist,  but  it  was  by  a  transfer  of  its  business. 

In  some  cases  a  bank  has  been  ruined  by  its  manager ; 
in  others,  by  the  manager  and  the  managing  directors 
conjointly ;  in  others,  by  the  managing  directors  without 
the  manager  ;  and  in  others,  by  one,  two,  or  three  directors, 
who,  though  not  formally  appointed  managing  directors, 
have,  by  their  influence  with  the  board,  virtually  monopo- 
lized that  office,  and  discharged  its  functions.  It  may  be 
questioned  whether  any  case  has  occurred  in  England  of 
a  bank  being  ruined  by  the  acts  of  its  whole  board,  where 
all  the  directors  were  honest  and  intelligent  men,  and  each 
was  accustomed  to  think  and  judge  for  himself. 

VII.  We  may  observe,  that  sometimes  joint-stock  banks 
have  been  led  into  erroneous  principles  of  administration 
by  the  proceedings  of  the  proprietors. 

The  constitution  of  joint-stock  banks  appears  theoreti- 
cally absurd.  The  manager—  the  banker — who  is  presumed 
to  have  some  knowledge  and  experience  in  banking,  is 
placed  under  the  command  of  a  board  of  directors,  whose 
knowledge  and  experience  are  supposed  to  be  inferior  to 
his  own.  These  directors  are  again  placed  under  the  con- 
trol and  instruction  of  a  body  of  proprietors,  whose  know- 
ledge of  banking  is  much  less  than  that  of  the  directors. 
Practically,  however,  the  system  works  well.  But  when  an 
attempt  is  made  to  carry  out  the  theory,  the  effects  are  in- 
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jurious ,  and  some  joint-stock  banks  have  fallen  into 
danger  through  the  operations  being  too  much  regulated 
by  the  pi'oceedings  of  the  proprietors. 

Sometimes  the  directors  have  been  influenced  by  the 
applauses  of  the  shareholders. 

It  is  natural  to  all  shareholders  to  wish  for  large  divi- 
dends upon  the  capital  they  have  invested.  Hence  they 
applaud  most  loudly  those  directors  who  contrive  to  declare 
the  highest  dividends,  to  make  the  largest  bonuses,  to  keep 
up  the  shares  at  the  highest  premiums  in  the  market,  and 
then  to  distribute  more  shares  at  par.  The  directors, 
knowing  these  to  be  the  feelings  of  the  shareholders,  very 
naturally  attemjjt  to  gratify  them.  But  those  transactions 
that  yield  a  large  immediate  profit  are  either  attended  with 
a  risk  of  loss,  or  a  lock-up  of  capital.  But  the  profit  is 
immediate :  the  danger  is  remote.  With  the  applauses  of 
the  shareholders  ringing  in  their  ears,  the  directors  be- 
come too  giddy  for  reflection,  and  recklessly  engage  in  a 
course  of  action  that  ends  in  ruin.  This  evil  is  increased 
when  there  are  two  joint-stock  banks  of  about  equal 
strength  in  the  same  place.  The  spirit  of  rivalry  is  natural 
to  man.  The  competition  between  the  two  boards  of  di- 
rectors is  not  which  bank  shall  be  governed  with  the 
greatest  prudence,  and  with  the  strictest  regard  to  sound 
banking  principles,  but  which  shall  produce  the  most 
glowing  reports — which  shall  declare  the  longest  dividends 
— and  which  shall  keep  up  its  shai'es  at  the  highest  price 
in  the  market.  A  strong  competition  is  carried  on,  which 
ends  in  the  destruction  of  one  or  both  of  the  rival  banks. 
Such  feelings  are  said  to  have  prevailed  at  Manchester  ; 
and  at  that  place  several  boards  of  directors  were  pre- 
sented with  services  of  plate,  by  their  respective  share- 
holders, within  a  short  time  of  the  stoppage  of  their 
banks. 
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Sometimes  directors  are  induced  to  act  uuwiselv  frc>m 
the  censures  of  their  shareholders. 

Every  one  who  knows  anything  of  banking  must  know 
that  it  cannot  be  carried  on  without  occasional  losses.  A 
bank  that  is  so  conducted  as  never  to  make  a  loss,  will 
seldom  make  much  profit.  And  sometimes  these  losses 
will  be  so  great  as  to  absorb  a  large  portion  of  the  profits 
of  the  year.  The  object  of  having  a  surplus  fund  is  to 
provide  for  these  contingencies,  so  that  the  usual  dividend 
may  be  maintained.  But  when  an  occasion  arises  for 
making  use  of  a  portion  of  this  fund,  there  is  often  what 
is  called  "  a  stormy  meeting,"  and  the  shareholders  walk 
away  sulky  and  dissatisfied.  This  produces  a  bad  effect 
on  the  minds  of  the  directors.  It  is  a  great  mistake  to 
suppose  that  boards  of  directors  are  indifferent  to  the  ap- 
plauses or  censures  of  their  shareholders.  As  a  general 
rule,  the  fact  is  lamentably  the  reverse.  In  some  cases 
they  have  had  so  much  dread  of  "  the  general  meeting  " 
that  they  could  not  muster  courage  enough  to  make  honest 
reports.  Had  they  done  so  in  the  first  instance,  their 
banks  might  have  been  saved  from  destniction. 

Sometimes  directors  are  in  danger  of  being  led  astray 
by  the  admonitions  and  instructions  of  their  shareholders. 

A  very  prudent  class  of  proprietors  exhort  the  directors 
to  practise  the  strictest  economy.  When  rightly  under- 
stood, this  exhortation  is  worthy  of  the  rounds  of  applause 
with  which  it  is  usually  attended.  But  it  is  liable  to  be 
misunderstood.  In  banking,  as  in  housewifery,  the  lowest 
priced  article  is  not  always  the  cheapest.  The  largest  por- 
tion of  the  expenditure  of  a  bank  consists  of  salaries. 
Hence  an  exhortation  to  economy  amounts  to — "  Keep 
down  the  salaries  of  your  ofiicers  ;  "  and  as  the  manager 
has  the  largest  salary,  he  will  most  likely  be  the  heaviest 
sufferer. 
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A  more  mischievous  recommendation,  when  thus  under- 
stood, can  hardly  he  conceived.  Next  to  having  a  dis- 
honest manager,  the  greatest  evil  is  to  have  one  that  is 
badly  paid.  If  he  is  known  to  be  poor,  his  advice  will 
have  less  weight  in  the  board-room ;  the  directors  indivi- 
dually will  treat  him  with  less  respect,  his  wealthy  cus- 
tomers will  not  disclose  to  him  their  private  affairs  ;  the 
needy  class,  when  refused  discount,  will  insult  him  by 
threatening  to  complain  to  the  directors,  and  his  inferior 
officers  will  be  less  prompt  in  their  obedience.  But  worse 
than  all  this  will  be  the  effect  produced  upon  his  own 
mind.  He  will  not  be,  and  he  cannot  be,  so  efficient  a 
manager  when  badly  paid,  as  he  would  be  if  he  received  a 
liberal  x-emuneration.  It  is  the  besetting  sin  of  men 
of  business,  that  they  never  pay  attention  to  mind, 
though  among  no  class  are  mental  phenomena  more  stri- 
kingly exhibited.  The  amount  of  his  salary  is  the  only 
tangible  means  by  which  a  manager  can  judge  how  far  his 
character  and  his  services  are  appreciated.  It  is  not  the 
money  alone,  but  the  feelings,  of  which  the  money  is  an 
indication,  that  produces  an  effect  on  the  mind.  It  is  a 
law  of  our  nature,  that  the  kindness,  liberality,  and  gene- 
rosity of  others  will  produce  corresponding  feelings  in 
ourselves.  And  it  is  another  law  of  our  nature,  that  when 
the  mind  is  under  the  influence  of  sxich  feelings,  it  is 
capable  of  intellectual  efforts  of  a  higher  order.  But  we 
forget ; — we  were  writing  about  pounds,  shillings,  and 
pence,  and  our  pen  has  darted  off  into  philosophy.  We 
will  now  return. 

Sometimes  the  shareholders  fly  at  higher  game,  and 
canvass  the  salaries  of  the  directors.  Such  discussions 
are  always  impleasant,  as  they  are  carried  on  in  the  pre- 
sence of  the  parties  interested.  Among  all  the  charges 
brought  against  the  directors  and  managers  of  banks  that 
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have  failed,  we  have  never  met  with  the  accusation  that 
they  received  excessive  salaries.  We  are  tempted  to  fancy 
that,  had  their  salaries  been  higher,  the  banks  might  not 
have  failed.  As  far  as  salary  is  concerned,  they  certainly 
would  have  had  a  greater  interest  in  preventing  the  failure. 
In  some  banks,  however,  directors  have  paid  themselves 
for  their  services  in  ways  far  more  costly  to  the  bank. 
Take  the  following  instance  : — 

"  The  qualification  for  directors  of  the  Northern  and 
Central  Bank  was  100  shares.  It  was,  however,  ascertained 
that  each  of  the  original  directors  took  1,000  shares,  and 
that  besides  these,  other  shares  were,  at  later  dates,  dis- 
tributed among  the  directors  and  their  near  connections. 
Instead  of  paying  the  calls  to  the  bank,  the  directors  and 
their  nominees  were  severally  debited  with  the  amount  in 
a  private  ledger,  locked  up,  and  the  key  deposited  with  the 
chief  accountant.  In  addition  to  this,  each  director  had  a 
current  account  with  the  bank,  and  many  of  them  had 
overdrawn  their  accounts  to  a  very  large  amount.  Nor 
was  this  all,  for  it  further  apj^eared  that  many  of  them 
were  also  indebted  in  large  sums  of  money  on  notes  of 
hand,  which  being  placed  to  the  account  of  securities,  did 
not  appear  in  the  books  as  a  debt  against  the  directors. 
Upon  combining  these  several  items  of  debt,  it  was  ascer- 
tained that  there  was  no  less  than  ^290,000  due  by  the 
directors,  and  that  there  was  near  .£14,000  due  by  the 
managers  and  clerks." 

it  is  not  creditable  to  any  bank  to  receive  the  services 
of  its  directors  as  a  matter  of  charity.  Nor  is  it  wise.  A 
director  who  is  paid  for  his  services  may  justly  be  called 
to  account  for  neglect  of  duty.  In  this  case,  too,  he  can- 
not expect  ]Dayment  in  any  other  way.  In  his  transactions 
witli  the  bank  he  is  then  on  the  same  footing  as  any  other 
customer.     It  has  been  said,  that  the  directors  are  such 
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honourable  men  that  they  will  attend  to  their  duty  as 
strictly  if  badly  paid  as  if  liberally  paid.  If  so,  they 
ought  to  be  liberally  paid,  as  it  is  very  desirable  that  such 
honourable  men  should  be  most  closely  attached  to  the 
bank.  But  "we  doubt  the  fact.  In  matters  of  almsgiving, 
men  will  give  only  what  they  can  conveniently  spare.  If 
a  director  is  to  give  his  time  for  nothing,  he  will  give  only 
that  portion  of  his  time  which  he  cannot  more  profitably 
or  more  agreeably  emjiloy  elsewhere.  In  matters  of  busi- 
ness, men  will  apportion  their  services  according  to  the 
return  they  receive  for  them.  There  is  no  way  of  securing 
constant  punctuality  of  attendance  on  the  part  of  directors, 
but  by  paying  them  liberally  for  that  attendance.  In 
some  cases  where  payment  has  not  been  given,  or  given 
only  to  the  managing  directors,  it  is  said  that  the  govern- 
ment of  the  bank  has  fallen  into  the  hands  of  a  few  per- 
sons, whose  pimctuality  of  attendance  has  been  almost 
their  only  banking  virtue.  But  the  main  advantage  of 
liberal  payment  is  its  effect  upon  the  minds  of  the 
directors.  Every  honourable  man  will  attend  to  his  duty 
with  alacrity  and  energy,  and  will  even  make  extra  exer- 
tions for  the  benefit  of  the  l^ank,  when  he  finds  that  his 
services  are  handsomely  and  liberally  appreciated. 

We  need  hardly  say,  that  the  faults  we  have  pointed  out 
in  the  administration  or  constitution  of  joint-stock  banks 
are  by  no  means  inherent  in  the  system.  They  are  acci- 
dental circumstances,  arising  from  its  establishment  in  a 
new  country,  by  parties  who  had  no  previous  opportunity 
of  understanding  its  principles.  The  system  is  no  longer 
new — its  principles  are  now  well  understood — and  it  may 
reasonably  be  expected  that  the  calamities  of  the  past  will 
never  recur. 

END    OF    VOL.    I. 


CHISWICK    PRESS  :   CHARLES   WHITTINGHAM    AND  CO. 
TOOKS   COURT,    CHANCERY    LANE,    LONDON. 


UNIVERSITY  OF  CALIFORNIA  AT  LOS  ANGELES 

THE  UNIVERSITY  LIBRARY 
This  book  is  DUE  on  the  last  date  stamped  below 


i*:\R  2  5  "952 
MAY  2  3  T95^ 


OlSCHAt^GE-lJRL 
MAR  1 2  i1979 


Form  L-9 
20m-l, '12(8518) 


rSITY  OF  CALIFORNIA 
AT 
l.OS  ANGELES 

T   I  U  D  A  D  V 


3   1158  00441    7159 


UC  SOUTHERN  REGIONAL  LIBRARY  FACILITY 


AA  001  107  942  3 


1586 
G37h 
1904 
v.l 


•'yy. 


